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e In the Record « 


Report No. 2 on New Capital Series 


New capital appropriations in the third quarter of 1956 
were 8% below the 1955 third-quarter rate. For the first three 
quarters, however, the rate was 23% higher than for those nine 
months in 1955. And the backlog at the three-quarter end 
was 43% higher on September 30, 1956. 

These figures are part of the second report on the quarterly 
survey of capital appropriations among the 1,000 largest 
manufacturing companies being conducted by THE Con- 
FERENCE Boarp under the financial sponsorship of Newsweek 
magazine. Turn to page 550 for detailed tabulations, charts 
and text, the latter of which treats, among other things, prob- 
lems of interpreting the report’s findings. 


Time for the Money for the Goods 


An important measure of income is the work time required 
to buy a given commodity or service. Has this time increased 
or lessened in recent years? And is it comparable from industry 
to industry? 

The article on page 532 gives answers to these questions by 
comparing the time the “average” worker had to put in to get 
the money to buy, for instance, a sixteen-ounce loaf of bread 
in August, 1951, and in August, 1956. It also shows that 
the “average” laundry worker, for example, had to put in about 
twice as much time as the construction worker to buy the 
same commodity or service. ... 


A Pattern To Find 


As the new year begins, some of the basic trends of 1956 
appear to be dwindling or even turning. On the one side, busi- 
ness expenditures for plant and equipment seem no longer to 
be in strong upward stride. On the other side, the sharp de- 
cline in automobile output is in reverse, and that other big hill 
descender—residential building—is, if not in reverse, no longer 
losing ground so rapidly. Government spending cannot now 
be characterized as stabilized since it is in an apparently as- 
cendant phase at federal as well as local levels. . . . 

An attempt at a synthesis of such divergent movements is 


made in “Check-up on Trends,” the Business Highlights 
feature to be found in this issue on page 526. 


Value and Uses of Economic Research 


Praise for the contribution of economic research to company 
planning is outstanding in the replies to the Board’s current 
survey of executive opinion. It is “indispensable,” says one 
company president, “in helping to initiate an organized and 
systematic approach to realistic planning for growth and 
profit.” But some companies have reservations as to its use- 
fulness. There are also considerable differences among execu- 
tives as to what constitutes economic research and conse- 
quently on its nature and its use in company planning. (Page 
560.) 
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Miles To Go 


Even the most avid of vacationers traveling the highways 
in all four seasons of the year would be unlikely to traverse the 
length of the nation’s federal-aid road system. For 750,000 
miles is quite a stretch to cover, and the sum of $33 billion 
that has been earmarked for rebuilding and replacement also 
counts up to considerably more than pocket money. This 
money will come from highway-user taxes—new or increased 
—under the 1956 highway revenue act. Some graphics on the 
subject are presented beginning on page 537. 


Company Executives on Tight Money 


More companies are planning to increase their capital ex- 
penditures in 1957 than plan to cut back from their spending 
rate of 1956, according to replies the Board has received from 
220 industrial companies queried. Nevertheless, almost one 
out of five of them reports tight money conditions definitely 
restricting their capital programs or slower collections and 
other factors straining their working capital. The whole 
story, as told starting on page 540, includes an industry and 
company breakdown of expected capital sources and needs in 
1957. 
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CHECK-UP ON TRENDS 


Strengths and weaknesses in the year-end situation 


S 1956 draws to a close, total business activity is 
A in a moderate uptrend. Perhaps more significant 
than the aggregate trend, however, is a develop- 
ing change in the composition of business strengths and 
weaknesses. This continuing alteration is likely to run 
well into 1957; if it does, the coming year will be notably 
different in character from its predecessor. 
Throughout most of 1956, the stability of total busi- 
ness was owing to sharply rising activity in investment 
industries, and sharply falling activity in autos and 
housing. By late in the year, machinery output was 
running fully 15% above its average rate in 1955 (and 
prices of machinery and equipment had risen perhaps 
10%). The dollar volume of nonresidential construction 
activity had reached a rate about 12% above its 1955 
average (roughly -half of the increase represented higher 
construction costs). 


THREE CURVES FLATTENING? 


Offsetting this pronounced upward trend in invest- 
ment was a sharp decline in the production of consumer 
durables. Even allowing for solution of the production 
difficulties Detroit has recently been encountering, 
fourth-quarter production of consumer hard goods is 
likely to be perhaps 10% below the average rate in 1955. 
(In the third quarter, consumer durables output was off 
about 15% from the third quarter of 1955.) Toward the 
end of the year, the dollar volume of residential building 
was running about 12% below its average rate in 19565, 
despite a 5% increase in costs. 

There is much evidence that both of these sets of 
conflicting trends are flattening out. New orders in 
machinery industries in the past four months have been 
on a plateau somewhat below the peak levels of May 
and June, and backlogs, which rose over $4 billion from 
mid-summer 1955 to mid-summer 1956, have recently 
been stable. In a number of categories of nonresidential 
construction, the rate of contract awards also appears to 
have flattened out, albeit at an advanced level. 

Conversely, the downtrends in consumer durables 
and residential building also appear to be waning. The 
consumer durables sector is dominated by automobiles, 
of course, which currently constitute about 40% of total 
personal consumption expenditures for durables. At the 
moment, the automobile market itself is in a stage of 
revival. The rate of housing starts has also reached a 


level where at least stabilization is probable. (Arresting 
the decline in housing starts may require special action 
in the credit field by government agencies. At least a 
start on such action was made at the end of November, 
when the FHA boosted the interest rate on its guar- 
anteed mortgages to 5%. Legislative action to put the 
VA rate in line with the new FHA rate may be forth- 
coming early in the new year.) 

Consumption (defined to include residential building) 
was a potential weakness in the 1956 outlook: it is 
neutral or a little better for 1957. Capital investment 
was a clear prospective strength for 1956; it is neutral or 
a little worse for 1957. 


BEGINNING THE NEW YEAR 


In terms of the gross national product, the starting 
point of 1957 will evidently be $20 billion higher than 
the starting point of 1956, and about $10 billion higher 
than the average rate of GNP during 1956. Merely 
maintaining current levels of activity during 1957 would 
thus insure a year-to-year increase of perhaps 3% in 
GNP. If prices should rise in 1957 at the same rate as in 
1956, the current level of physical activity could well 
yield a gross national product between $430 billion and 
$435 billion—an annual increase of about 5%. In terms 
of current prices, it would take a decline of $20 billion 
in GNP during 1957 to prevent the year from going into 
the record books as the biggest in United States history. 

There are very few analysts who would now bet that 
such a decline is at all likely. For much the same reason, 
the forecasts of business spending for plant and equip- 
ment which are now beginning to appear are confidently 
expected to show a substantially higher level of outlays 
in calendar 1957 than in calendar 1956. However, the 
implications of a 10% year-to-year increase in such out- 
lays are simply that the current rate of expenditures 
will be approximately unchanged in the year ahead. 

Assuming a continuation of the present rate of in- 
crease in the prices of capital goods and plant (and 
assuming that such a continuation is built into the ex- 
pectations of businessmen, an assumption which is only 
partly accurate), then a 15% increase in the annual 
estimate of spending may imply no more than stability 
in the quarter-to-quarter trend of plant and equipment 
outlays during the coming year. 
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The Value of National Output Rose, as Prices Advanced and Production Clung Near Peak Levels 
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Consumer Spending for Soft Goods and Services, and Government Outlays, Rose Steadily; 
Nonfarm Employment Drifted Up 
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The usual annual forecasts of GNP that are now ap- 
pearing thus require close examination, if they are not 
to bias business opinion in the direction of optimism. 
What is important for business in 1957 is not how the 
year will compare with 1956, in terms of annual aver- 
ages, but where the business trend will go from here. 
And on this question there is considerable ground for 
argument. There would be much more ground, and 
much more argument, if it were not reasonably clear 
that government outlays will be rising throughout 1957. 


EARLY IN THE YEAR 


There is a widely held consensus that as the new 
year begins expansionary influences will still dominate 
the business scene. But many of these influences are not 
part of the business cycle; in fact a considerable propor- 
tion of them seem to emanate from the government 
sector. Among these are the impetus that will be pro- 
vided by the Federal Highway Program, the support 
provisions of the Agricultural Act of 1956, and the pos- 
sible stimulus to defense procurement arising out of the 
crisis in the Middle East. Further additions to public 
spending may appear in a Federal school construction 
program, and outlays for public debt service will be con- 
siderably higher. There is now no tendency on the part 
of government spokesmen to understate the potential 
rise in government outlays in the coming year.! 

Apart from this more or less assured trend in the gov- 
ernment sector, however, the existing projectible trends 
in business conditions are now fewer and milder than 
they were at the beginning of 1956, and certainly less 
conclusive than they were at the beginning of 1955. The 
key word in describing 1956 is, perhaps, “momentum.” 
The strengths and weaknesses of the year were clearly 
inherited from 1955, when a prodigious boom in con- 
sumer goods induced a sharply higher level of demand 
for capital goods and inventory. 

No such accumulation of private demands seems in 
the record of 1956, except perhaps for (1) some de- 
layed demand for automobiles, on the part of cash buy- 
ers who skipped the face-lifted 1956 models to await 
the more radical changes of 1957; (2) a heightened de- 
mand for residential building, accumulated through the 
suppression of the flow of funds into this industry by a 
combination of scarce money and the relatively low 
interest rates available on guaranteed mortgages; and 
(3) an accumulated demand for heavy steel products. 
None of these inherited accumulations of demand seems 
to carry the weight or conviction that was evident in the 
plans of business to spend for capital goods, and their 
obvious need to spend on inventory, in the closing 
months of 1955. 

Thus, unlike its two predecessors, 1957 is a year in 
which forecasters find it hard to structure the internal 
trends in their forecast aggregate. This makes forecast- 

1 Grover Ensley, executive director of the staff of the Joint Com- 
mittee on the Economic Report, has suggested a rise in government 


outlays for goods and services in the calendar year 1957 amounting 
to “between $4 billion and $6 billion.” 


ing the aggregate itself considerably more difficult than 
it would otherwise be. It also suggests that in the 
absence of pronounced built-in trends in individual sec- 
tors, the machinery of the general business cycle is much 
more likely to be operative in 1957 than it was in 1956. 
Environment, rather than heredity, is likely to be the 
dominant business influence in the new year, and de- 
veloping trends—either up or down—in one sector are 
much more likely to be communicated to other sectors. 


PLANT AND EQUIPMENT 


By the time this reaches readers, both the McGraw- 
Hill and Department of Commerce forecasts of capital 
goods spending (McGraw-Hill for a full year, Depart- 
ment of Commerce for the first quarter of 1957) should 
be available. Both these forecasts will doubtless point 
upward: the McGraw-Hill annual forecast, because it 
will be compared with annual spending in 1956; and the 
Commerce forecast, because in the first quarter of 1957 
spending is almost certain to rise as a result of carry- 
overs of undelivered orders in late 1956. 

However, neither the rate of orders in machinery 
industries in general, nor the rate of contract awards for 
manufacturing buildings, suggests continued uptrend in 
capital outlays after early 1957. The Conference Board’s 
survey of capital appropriations, brought up through 
the third quarter of 1956,1 also suggests that the dis- 
position to spend on capital goods is no longer growing 
in intensity. 

Assuming that the foreshadowing statistics in this 
area are accurately portraying an end of the inherited 
uptrend in plant and equipment outlays, what is likely 
to control their course at midyear? 

The principal influences acting to retard the rise in 
capital outlays currently are: (1) a rapid rise in the 
prices of investment goods; (2) the reduced liquidity of 
corporations; and (3) the difficulty and high cost of 
borrowing. It is hard to see a material change in any of 
these conditions during the first half of 1957, and it is 
possible that they will be joined by further restrictive 
conditions, in the form of idle capacity and increasing 
pressure on profit margins, and perhaps in the form of 
further reductions in liquidity resulting from March 
tax payments. 

Positive influences playing on the rate of capital out- 
lays are a continuing uptrend in wage costs, and the 
high rate of technological development. However, both 
of these conditions have been with us throughout the 
past half decade, and it seems fair to argue that they are 
already reflected in the current rate of capital spending. 

Viewed apart from developments in other sectors of 
the economy, there seems to be at least a fifty-fifty 
chance that the rate of new orders for plant and equip- 
ment will be subsiding as midyear approaches, and that 
actual deliveries and expenditures may be slipping in 
the second half of the year. It might be added that the 
trend of capital outlays, now that they have reached so 


1See page 550. 
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advanced a level, is likely to be more sensitive to bearish 
than to bullish influences from other parts of the busi- 
ness system. In any event, it would seem a counsel of 
wisdom not to rely on a further net stimulus to business 
from this sector. 


INVENTORY POLICY 


In late 1956, policy about inventory is in a state of 
confusion. This confusion reflects, in part, the fact that 
while stocks are ample, purchasing agents are still 
tempted by the price trend to expand their coverage 
somewhat further. This is notably true of steel, but 
recent developments in the Middle East are doubtless 
influencing policy with respect to a number of other 
commodities which are traded in international markets. 
At the same time, inventory-sales ratios in durables 
manufacturing are already altogether adequate, and 
still rising. 

In the fourth quarter, sales volume in these industries 
has also risen, but even allowing for such a rise, the 
ratios of inventories to sales in durables industries are 
evidently considerably higher at the end of 1956 than 
they were at the end of 1955, and it is probable that they 
will be in an uptrend in early 1957. It is possible that 
businessmen would have been altogether satisfied with 
their inventories by year-end, if it had not been for the 
Suez crisis. In the light of Suez, a reversal of inventory 
policy from accumulation to neutral may have been 
delayed well into 1957. 

Barring a heightening of fears over supply as a result 
of further deterioration in foreign affairs, inventory 
policy, too, may be no more than a neutral element in 
business conditions by late Spring. 


CONSUMER DURABLES 


In 1955, personal consumption expenditures for con- 


sumer durables amounted to somewhat over 9% of all 


——_ 


gross national product. This is a smaller percentage than 
in 1949 or 1950, but larger than in any other postwar 
year. In terms of constant dollars, 1955 outlays were 
about the same proportion of total gross national 
product as in 1950 and much higher than in 1949. (Con- 
sumer durables have risen in price considerably less 
rapidly than other goods since 1949-1950.) The 1955 
boom in durables was slightly smaller than 1950 in 
terms of its share of disposable income, and in terms of 
the durables share of total consumer spending, but 
larger than in any other postwar year. 

In 1956, the durables boom has subsided consider- 
ably, by any measure, but its contribution to total 
business activity has not been significantly different 
from what it was in 1953. 

Total outstanding instalment debt will evidently have 
increased about $3 billion during 1956, or about 10%. 
(Disposable income has risen about 5%.) In dollar 
terms, the increase in debt in 1956 has been substan- 
tially larger than in 1954, when debt was in an adjust- 
ment phase following the 1953 expansion. In other 
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words, the 1955-1956 cycle in instalment debt does not 
seem to be as favorable an augury for 1957 as the 
1953-1954 cycle was for 1955. 

It is hard to get the feeling, from these figures, that 
consumer durables markets suffered a serious adjustment 
in 1956, except in terms of a decline from a pronounced 
peak in 1955. The general impression provided by sta- 
tistics on consumer durables and credit in 1956 is that a 
moderate backlog of demand on the part of cash buyers 
was accumulated. But there is not much evidence of an 
accumulation of credit buyers. In every month of 1956 
for which the figures are now available, the proportion 
of credit sales to total sales was higher than in 1955, 
and in some months the highest on record. The propor- 
tion of credit buying to total buying in 1956 has also 
substantially exceeded the proportion prevailing in 
1954, and the average term of credit sales has been 
considerably longer. As an environmental influence, the 
state of the credit market may now be no better than 
neutral; it would be prudent to wait to see in what 
degree new automotive models provide a market stimu- 
lus under these conditions. 


PRIVATE-PUBLIC BALANCE 


The conclusion suggested by all this is that while 
GNP in 1957 will very probably set a new record, there 
is little in the trend of private demands at the beginning 
of the year that rules out an encounter with the busi- 
ness cycle. The relative absence of stress on this aspect 
of 1957 in the crop of year-end forecasts is owing to the 
probability that the public sector will be exerting at 
least a mildly stimulative influence on general business. 
This influence could, of course, become considerably 
greater—even to the point of dominating the year—if 
the Middle East continues to shoot off sparks. But even 
if all quiets down around Suez, there seem to be a num- 
ber of attractive directions in which public spending 
may rise to take up at least part of any slack that de- 
velops in the private sector. At least a first line of defense 
against recession already exists in the present spending 
programs of federal, state, and local governments. 


ALBERT T. SOMMERS 
Division of Business Economics 


Service and Procedure in Bureaucracy—A case study of how 
large and complex systems of organization operate, based on 
observation of employees at work, interviews, question- 
naires, and organizational records and documents. By Roy 
G. Francis and Robert C. Stone. University of Minnesota 
Press, Minneapolis, 1946, 201 pages. $4. 


Readings in Marketing—Provides background material for 
the teaching of marketing on subjects such as customers 
and their motivations; marketing structure and the choice 
of distribution channels; elements of the sales program; and 
pricing. By Malcolm P. McNair and Harry L. Hansen, 
McGraw-Hill Book Company, New York, 1956, 559 pages. 
$6.50. 


Psychology and Economics 


By Eugene Meyer, Jr. 


THE STUDY of psychology is attracting more interest 
than ever before. Its application in therapeutic practice 
has made enormous strides in the past generation. Its 
application in commerce and industry is undergoing rapid 
development. We are just beginning, however, to under- 
stand a little of its importance in the field of economics. 


Practical men of business, observing economic eleva- 
tions and depressions, are accustomed to gauge the ele- 
ment of psychology in a rough way. Classical economic 
theory has not taken adequate cognizance of the psycho- 
logical aspects of the varying economic movements, and 
there has been no comprehensive scientific study, so far 
as I know, of psychology as applied to economics. But I 
am confident that it will not be long before its importance 
will be generally recognized, and helpful deductions as- 
sembled for the businessman as well as for the student. 


Overexpansion, inevitably and always, is characterized 
by overconfidence, and its impelling power is found in 
cupidity. Depressions are characterized by a general and 
undiscriminating lack of confidence, intensified at times 
by periods of acute panic. Business cannot be stabilized 
without, at the same time, stabilizing these psychological 
factors. Here is a vital matter for wise leadership to under- 
stand and to deal with. That leadership must instil cau- 
tion in times of overconfidence and courage in times of 
panic. 

e 


If we review the public expressions, during the winter 
of 1919-1920, of men in high positions in government or 
banking circles, we find an extraordinary absence of ade- 
quate notes of warning. In fact, we may observe, in a 
general way, that business leaders commonly lack courage 
in times of optimistic overexpansion to sound the note of 
caution that is needed. If they do so, they apply so many 
reservations that the effectiveness of the warning is 
largely nullified. When everyone is optimistic and the 
goose hangs high, no man likes to be a prophet of evil. 
He fears that he may be accused of having caused the 
very trouble which he predicts. But during periods of 
overconfidence, a note of caution and warning, uttered at 
the proper time, is the most useful contribution that can 
be made by sound economic leadership. 


e 
In times of depression, we more frequently find that 


men are willing to express themselves optimistically. But 
here, too, there is hesitation about making predictions 
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(Published in Forbes Magazine for October 14, 1922) 


regarding the future. The average businessman or banker 
generally does not like in public statements to anticipate 
the facts too far. He hesitates to jeopardize his established 
reputation by publicly expressing definite opinions con- 
cerning coming events. He will not be praised if he is 
right, and he may be placed in a more or less ridiculous 
light if he is wrong. 


In general, pessimism follows and does not precede 
untoward events. Pessimism is rampant after a disaster; 
optimism precedes it. But to listen to the pessimists, one 
would think that the prophet of evil was anticipating 
events instead of merely recording them by his emotional 
reactions. If one could plot the curves of optimism and 
Pessimism as exactly as one can plot the curves of prices 
and the volume of production and consumption, one 
would find that they follow considerably behind the 
material conditions. Only the few anticipate events; the 
many stop, look and listen after the event is passed. 


The recent experience of the War Finance Corporation 
in administering the emergency relief for the agricultural 
and livestock industries of the country had interesting 
psychological aspects. 

Demoralized commodity markets, the impaired pur- 
chasing power of the farmer, sacrifice sales of breeding 


Mr. Meyer’s article is reprinted here because its comments 
on the control of the business cycle and the problems of busi- 
ness forecasting are as pertinent today as they were a third 
of a century ago. 

Mr. Meyer was then managing director of the War 
Finance Corporation, by appointment of President Harding, 
after having served the Federal Government in a number of 
major posts during World War I. He later served as governor 
of the Federal Reserve Board (1930-1933) by appointment of 
President Hoover; as the first chairman of the board of the 
Reconstruction Finance Corporation (1932); and as first 
president of the International Bank for Reconstruction and 
Development (1946). In the postwar years, he has been vice- 
chairman of President Truman’s Famine Emergency Com- 
mittee, and president of the National Committee for Mental 
Hygiene. 

Since 1933, he has been associated with The Washington 
Post, as editor and publisher, and, since 1947, as chairman 
of the board of The Washington Post Company. Mr. Meyer 
has been a Trustee of the National Industrial Conference 
Board since 1943, and was elected a Councillor in 1954. 
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animals and immature stock in the West; a general cur- 
tailment in the purchase of livestock for feeding and fat- 
tening in the Corn Belt; the calling of loans by country 
banks in order to pay their correspondents; the failure of 
the strong banks to use all their available funds for fear 
that conditions might get worse—these were a few of the 
outstanding material facts when Congress passed the law 
authorizing the corporation to assist in meeting the 
situation. A disturbed state of mind produced by financial 
pressure; a combination of hopelessness and resentment 
over inability to pay debts out of the proceeds of sales at 
prevailing prices; a sense of injustice; disappointment in 
the past and an apparently hopeless outlook for the 
future were the salient psychological facts. 


The powers granted by the Congress seemed broad 
enough to be effective, and the funds placed at the dis- 
posal of the corporation seemed adequate to the under- 
taking if properly applied. The problem was twofold. It 
was necessary to furnish financial assistance quickly to 
large numbers of farmers and stockmen, but it was even 
more vital to replace despair with renewed hope and to 
change the inaction of a discouraged people into the 
energy of restored confidence. 
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Considering the vast sums that are required annually 
to finance our agricultural and livestock industries, the 
loans of the War Finance Corporation may seem rela- 
tively small. But the money was directed to the weak 
spots in the situation and helped to restore that element 
which is so vital to all kinds of business—confidence. 
Even before the funds of the corporation were made avail- 
able, a psychological reaction took place and confidence 
began to return. The chairman of one of the thirty-three 
agencies of the corporation, for example, reported that he 
had been able to stop the sacrifice of breeding herds and 
young cattle on the mere prospect of relief, before a dollar 
of the corporation’s funds reached his state. This is 
merely one illustration of the psychological effect of the 
work of the War Finance Corporation. 


Economists need to be psychologists, because economic 
events not only can be better judged by an accurate study 
of the psychological phenomena that accompany them, 
but the states of mind of large groups are in themselves 
economic facts, the importance of which appears to be as 
yet only vaguely comprehended. The study of economics 
must in the future include all the psychological factors 
which have a vital bearing on economic movements. 


Business Forecasts 


General 


The Outlook (November 12)—“By the time the next Presi- 
dential election rolls around, in 1960, this will be a consider- 
ably different, and larger, economy. No matter what inter- 
mediate dip may intervene, we are confident that the coun- 
try’s normal growth trend will be maintained during the next 
four years. 

“One reason for that belief lies in the continued growth of 
population. The Census Bureau’s most recent projections, on 
three different assumptions, follow: 


1960 Gain From % 
1956 


Population Gain 
OL a re 179,400,000 11,542,000 6.8 
Resi. 2 eee 177,800,000 9,942,000 5.9 
LECia O. oa 176,500,000 8,642,000 5.1 


“The first projection assumes growth at the 1954-55 level 
of fertility. The second assumes the 1950-53 level of fertility. 
The third assumes a gradual decline, with fertility reaching the 
prewar level by 1975. As the birth rate in the first eight 
months of 1956 was 24.5 per thousand population, against 24.4 
a year earlier, the most optimistic assumption—that the 
population will grow by 11.5 million by July 1, 1960—appears 
the most plausible. 

“The greater part of this increase will be in the lower age 
brackets, however. Expansion of the labor force will be on the 
order of 3 million, or in the neighborhood of 1% per year. The 
increase in the number of households will also be approxi- 
mately 3 million during the four years, it is estimated. 
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‘Assuming no great change in either the size of the armed 
forces nor in the number of unemployed, and an annual 
increase of only 2.5% in productivity, we estimate that the 
gross national product will be in the neighborhood of $475 
billion four years hence... . 

“Tt will be noted that we look for the widest gains to be 
scored in the personal sector, with disposable personal income 
up almost 20%. With the rewards of saving increased, and with 
a greater margin of earnings over basic spending requirements, 
the chances are that individuals will save a somewhat larger 
proportion of their incomes, They will have to if the expected 
rise in construction and investment in durable equipment is to 
be soundly financed. 

“Even so, personal consumption expenditures are expected 
to expand by only a little less than disposable income. The 
rise will be most pronounced in spending for services and 
durable goods, although purchases of nondurables will con- 
siderably more than parallel the growth of population. 

“Government expenditures will expand, we believe, but 
those of the Federal Government will rise rather slowly, 
barring a warming of the cold war. This prospect, together 
with the prospective sharper rise in taxable personal incomes, 
justifies the hope of a reduction of federal taxes before 1960. 
Indeed, if the Soviet satellite empire should dissolve, the possi- 
bility exists that federal armament expenditures might be cut, 
permitting substantial tax reductions, 

“State and local requirements, on the other hand, are likely 
to about parallel the growth of the general economy. There is 
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Per Cent Increases in Hourly Earnings, August, 1951, to August, 1956 
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Price Level Moves Higher 


CONSUMER prices rose 0.3% in October, 1956, accord- 
ing to Tae ConrEeRENcE Boarp’s index of retail prices. 
The all-items index for the United States rose to 102.7 
(1953 = 100), which was 2.0% above that of October, 
1955. This brought the purchasing value of the dollar to 
97.4 cents (1953 dollar = 100 cents), 0.2 cent below the 
previous month and 1.9 cents below October, 1955. 

Price increases were reported for four of the five major 
commodity groups included in the index. Food prices, up 
0.5%, showed the largest increase over the month. Sun- 


The other food groups moved 0.5% higher, as coffee and 
sugar became more expensive. 

Housing costs inched up slightly, as rent and fuel were 
higher. But furnishings and equipment and household 
operation costs remained unchanged over the month. 

Apparel prices also showed only a small advance. Men’s 
and women’s apparel both cost 0.1% more and apparel 
services and materials were up 0.7%. 

Transportation was the only component to remain un- 
changed over the month. Both public and automobile 


The Conference Board’s Consumer Price Index—United States Cities Over 50,000 in Population 
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dries followed with an advance of 0.3%, apparel rose 0.2% 
and housing was up 0.1%. Transportation costs remained 
at their September level. 


Food Climbs Again 


Food prices, after leveling off in September, rose again 
in October. A 2.9% drop in the price for fruits and vegeta- 
bles was not enough to offset advances in all other food 
groups. Meat, fish and poultry were 1.6% dearer over the 
month. Beef prices were up 4.5%, followed by pork, which 
was 1.2% higher. These higher meat prices were partly 
offset by a continued decline in poultry prices. Record 
production, substantially higher than in 1955, caused a 
10% drop over the year and a 2.1% decline over the 
month. Cereal and bakery products were up 0.6% and 
bread prices moved 0.7% higher. Dairy products and eggs 
advanced 1.6%, as both fresh milk and eggs continued to 
cost more. Fruits and vegetables, off 2.9%, were consider- 
ably cheaper than during the previous month. Fresh 
vegetables dropped 7.8%, mainly because of a 13.6% de- 
cline in potato prices, and fresh fruits were 0.3% lower. 
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transportation costs remained at their September 


levels. 

An increase of 0.3% occurred in the sundries group, with 
medical care and alcoholic beverages and tobacco each 
advancing 0.5%. Personal care items were 0.3% higher, 
and recreation costs were up 0.2%. 


Year-ago Figures 


Compared with October, 1955, retail prices were 2.0% 
higher. For the first time in 1956, all food groups cost 
more than a year ago. Price increases ranged from 5.1% 
for fruits and vegetables to 1.2% for meat, fish and 
poultry. Housing costs were up 1.5% over the year, with 
rent 1.8% higher. Apparel prices increased 1.1%, as men’s 
clothing rose 2.1% and materials and services climbed 
3.6% higher. Women’s apparel was 0.4% cheaper than a 
year ago. 

Transportation costs rose 2.8% above the previous year 
with public transportation showing the greatest increase. 
Sundries were up 2.2%, with medical and personal care 
recording the highest increases. 
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Changes in Work Time, for Selected Items, 


from August, 1951, to August, 1956 


OFFICE VISIT 


POTATOES 


MOVIE ADMISSION 


Aol OE 


5.2CONSUMER PRICE 


14.9 LAUNDRIES 


AUG. 
1956 


PER CENT CHANGES 
INEARNINGS & PRICES 


ROUND STEAK 


ee 
es 
ts 


WK 


VO O-@ —CCOCCOS 
Mececececece: 

ROKR 
CLLLLDS 


CMRI 
% © 


Department stores include general mail-order houses 


The Conference Board 


Retail trade excludes eating and drinking places. 


Sources: Bureau of Labor Statistics; 


BUSINESS RECORL 


534 


(Text continued from page 532) 


Listed below are the twelve items used, together with 
the changes in prices from August, 1951, to August, 
1956. All prices were used exclusive of state or local 
sales taxes, but included federal excise taxes where 
applicable. 


U0. DU EE oh ee A el —16.1% 
LEE olay aia eae MS gC ty Sg ON 17.3 
PDT en CS Bole Pret TRA eB eo) 9.4 
5. Satie gris Seiadiaa ier uh iakalete —20.8 
LEGLLEVED leis Agta A aie a: aR Any po 69.6 
(CLO). ee OS eee a RR) aac 18.1 
Meriva aritniwool i 35.\./2 208. ac BOK OSS eR be ws — 9.1 
IMT SRIMIEROES steed ric,. cutcand skatitacserils als onal. ote — 4.5 
Hloune dress, cotton... .25.c.. ve ccccs.cc ote Noeeec 4.1 
ice misie to dOCtOr,... fs. eee reek cece 19.5 
Aras VRTUCEROTI GS Goo is Sexi Sarat tose coke Ala helo ea de o's) Si2ve 33.4 
DE GWIEVACEOISHIOI 55) .)55 wlels Sold vote eared Sees 19.0 


The actual number of hours and minutes of work 
required to purchase these items is listed in the accom- 
panying table for each of the nine industry groups for 
both August, 1951, and August, 1956. These figures 
were obtained by dividing actual prices for the items by 
the average hourly earnings for production workers or 
nonsupervisory employees in the industry. The changes 
in work time needed are shown in the chart on page 534. 

All earnings are based on data published by the 
United States Bureau of Labor Statistics, while prices 
are derived from Tur ConrereNce Boarp’s consumer 
price index. Only actual gross earnings were used, with 
no consideration given to income taxes. 

The effect of taxes on the wage increases is hard to 
measure, since it depends not only on family size and 
level of income, but also on the worker’s place of resi- 
dence. As for production workers engaged in manufac- 
turing, who received an average increase of 24% in 
hourly pay, net spendable income! rose by 22% for the 
single worker, and 20% for the worker with three 
dependents. 


1 Income after deduction of social security and federal income taxes 
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Manufacturing was not broken down into durables 
and nondurables sectors. Work time needed in durables 
manufacturing ran about 5% lower than for all manu- 
facturing, and for nondurables about 8% higher, but the 
changes in work time are very nearly the same as that 
for total manufacturing. 

Hours and minutes of work required for employees of 
local railways and bus lines are within less than 1% of 
those shown for manufacturing. Data for employees of 
telegraph companies are practically identical with those 
shown for wholesale trade. The differences between 
total retail trade and food and liquor stores are so small 
that the latter category was omitted. The only group in 
retail trade significantly different from the total is that 
comprising department stores and general mail-order 
houses, which is shown separately. 


DIFFERENCES AMONG TRADES 


The work time required to buy any one of the items 
differs considerably by industry group because of the 
wide range in wages. In August, 1951, the lowest aver- 
age hourly earning rate was $.91 for laundries and the 
highest was $2.16 for contract construction workers. In 
1956, rates for the same two groups, still at the two 
extremes, were $1.05 and $2.75, respectively. A con- 
struction worker, therefore, worked only about four 
minutes in 1956 to earn the price of a loaf of bread, 
while the average laundry worker needed eleven minutes 
to earn the same amount. For a man’s suit, the former 
had to work seventeen hours and forty-four minutes, 
while the latter needed forty-six hours and twenty-seven 
minutes. Work time requirements in the other indus- 
tries fall between those two extremes. 

The changes in work time required to buy these 
twelve items depend on changes in earnings and in 
prices in the past five years. Department store and 
mail-order house employees received a smaller average 
wage increase over this period than did all retail em- 


Hours and Minutes of Work Required To Buy Selected Consumer Items 
for Production Workers and Nonsupervisory Employees 
August, 1951, and August, 1956 
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ployees. Therefore, when there is a decrease in work 
time required for any specific item, the decrease will be 
smaller for the department store employees, while an 
increase will be larger than that for total retail em- 
ployees. In the case of the doctor’s office visit, there 
actually is a slight decrease (eight minutes) in work 
time required for the average retail trade employee, 
while the department store worker finds that he now 
has to work one minute longer than he had to five 
years ago. 

Bread, coffee, visit to the doctor, and movie admission 
were borderline items. For some workers these items 
became slightly more expensive in terms of work time, 
for others they became somewhat cheaper, and for still 
others their price did not change. Only potatoes and 
haircuts became more expensive for everyone over the 
five-year period, while the remaining six items are now 
substantially cheaper than they used to be. Two of the 
items requiring less work time now, milk and a house 
dress, actually advanced in price over the five-year span. 

Changes in work time required to buy the twelve 
items used in this report cover but a small part of the 
price-wage situation. For its consumer price index, the 
Board measures price changes on about 300 different 
goods or services commonly purchased by the average 
family. These items, of course, did not all show the 
same changes over the past five years. Food and apparel 
are lower now than they were in 1951, while housing, 
transportation, and sundries are higher. Even within 
each of these components there were diversified move- 
ments. For example in housing, housefurnishings de- 
creased almost 6%, while rent went up 16.6%—more 
than the rise in earnings of the average employee in 
steam and hand laundries who now, even earning a 
higher pay, has to work longer to earn his rent. How- 
ever, as far as the whole consumer market basket is 
concerned, every segment of the urban-employed labor 
force is better off now than five years ago. 
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Business Forecasts 
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no chance of a cut in taxes at these levels; indeed, increases in 
the proportion of personal income taken by tax collectors are 
probable in some localities, . . .” 

John §, Coleman, president of the Burroughs Corporation 
and head of the Chamber of Commerce (as reported in the 
Women’s Wear Daily, November 19)—‘“‘Continued good busi- 
ness with ‘inflation of a type’ and no recession next year was 
forecast. ... 

“The nation is entering an era of growth which should 
continue, but no tax cuts are in prospect so long as the world 
situation is unchanged, Mr. Coleman said. . . . 

“Consumer instalment buying is not threatening prosperity, 
he said, and the tight money policy has been exaggerated. 


Money is available to the new business which is sound and has 
a place in the economy, he asserted. 

“He estimated gross national product next year would be 
about $450 billion. If the 1956 GNP is about $414 billion, he 
noted, then a 10% increase would be normal growth and any- 
thing beyond that would ‘represent inflation of a type, that is, 
where goods and services have increased in cost.’ ” 


Agriculture 


The Wall Street Journal (November 21)—‘“Farm prices and 
income will rise slightly next year, the Agriculture Depart- 
ment predicted. 

“Price rises, the agency said, ‘will likely be small, reflecting 
the prospects for a continued heavy supply for most farm 
products.’ Livestock prices are expected to edge higher, led by 
hogs. 

“Much of the effect of higher prices will be offset by rises 
in farm production costs, the department added in a report on 
demand and price outlook. ‘The parity ratio may continue 
around this year’s level,’ it said... . 

“Rising population, prosperity and strong export markets, 
according to the report, will share credit for boosting 1957 


prices 
“._. . .“Farm income will likely show some further increase 
InelOS (wea 


“The report offered these appraisals of the 1957 outlook for 
major commodities: 

“Livestock—Production will decline a little, especially in 
hogs. Hog prices will rise, and prices for beef cattle, sheep and 
lambs ‘may also average slightly higher’ than this year. Milk 
prices will remain at present levels at least until spring, and 
volume next year will rise slightly, resulting in record cash 
receipts. Production of eggs, broilers and turkeys probably 
will rise above this year’s record levels, and prices—possibly 
excepting broilers—probably will average a little lower than in 
1956. 

“Vegetable oils—Supplies will be somewhat larger, but prices 
this fall and winter probably will average higher than a year 
earlier. 

“Feed grains—The corn surplus is increasing, but smaller 
crops and higher supports for oats, barley and grain sorghums 
will keep average feed grain prices above year-earlier levels 
through next spring. 

“Wheat—Increased exports and acreage restrictions will 
reduce the carry-over at the end of the current marketing year 
next June 30. 

“Rice—Export demand is increasing, but supplies still are 
large enough to require production curbs. 

““Fruit—Supplies this fall will be lighter than a year earlier, 
and prices will continue higher. 

“Fresh vegetables—Supplies this fall will be more plentiful 
than a year ago, and prices may average slightly lower. 

“‘Potatoes—Supplies are ‘substantially’ heavier for this fall 
and winter than a year ago. 

“Cotton—Exports will much more than double last season’s 
2,200,000 bales during the marketing year ending next July 31. 
Total consumption will exceed production reducing carry-over 
stocks. 

“Wool—Consumption will increase somewhat. 

“Tobacco—Cigarette consumption will increase, but demand 
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NEW HIGHWAY PROGRAM 


IHE Federal Government undertook the largest 

public works project in its history when Congress 

approved the $33-billion Federal Aid Highway 
Act of 1956. This was a mighty step toward solving an 
acute national traffic problem. 


THE NEED 


Travel records are being broken each successive year. 
The importance of motor travel has been increased by 
the trend toward suburbanization, as well as the inroads 


made by truckers competing for the freight market. 
According to Bureau of Public Roads estimates, the 
number of motor vehicles on the roads in 1969 (the last 
year of the highway program) will be fully one-third 
greater than the 65 million estimated for 1957, the 
initial year of the program. 


PROVISIONS OF ACT 


The major provisions of the Federal Highway and 
Highway Revenue Acts of 1956 are as follows: 


Existing and Future Traffic Needs 
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Highway Construction Expenditures: Effects of Federal-Aid Highway Act 
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1) A iates $24.8 billion f f put it i diti here it d tel 
struction and improvement of the national system meet the needs of existing and future traffic. The aim of 
of interstate and defense highways, to be com- the new highway construction bill is to rebuild or replace 
pleted by 1969. about 750,000 miles of federal-aid roads. Eventually the 
(2) Provides for federal and state governments to 41,000 miles of interstate superhighways connecting the 
share the cost of the interstate system on a 90-10 principal metropolitan areas, cities and industrial cen- 
basis; the Federal Government will match state ters will be joined to the 200,000 miles of primary state 
funds on a 50-50 basis for primary, secondary and roads and the more than 500,000 miles of secondary or 
urban systems. feeder roads which link the farms and smaller com- 
(3) Imposes the conditions of the Davis-Bacon Act munities with the primary systems. 
on the highway projects of the interstate system. A saving of time, fuel, weae and tear on motor 
This act provides that wage rates will not be less vehicles and a reduction Ta accidents, it is believed, will 
than those locally prevailing, as determined by be achieved by this integrated highway system. It will 
the Secretary of Labor. also mean adequate roads for national and civil defense 
(4) Sets up a program of user taxes, estimated to deka 
yield $14.8 billion during the sixteen years ending MATERIAL REQUIREMENTS 
iy The new highway program will not only be a boon to 
The country’s highway system needs vast expendi- motorists and truckers, but will also be an expansionary 
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influence to business in general. The initial impact dur- 
ing 1957 is expected to raise the demand for construction 
materials by over 20%, Highway construction of all 
kinds over the thirteen-year period will require an aggre- 
gate of 49 million tons of steel, one billion barrels of 
cement, over 100 million tons of bituminous materials, 
9 billion board feet of lumber and timber piling, and 
substantial quantities of concrete culvert pipe, clay 
pipe and tile, petroleum products, and explosives. Steel 
and cement, probably the two key materials, have been 
in especially tight supply in recent years. 


LABOR REQUIREMENTS 


Labor requirements will also have to be expanded. 
At the peak of the program in 1960, over 400,000 men 
will be employed directly on highway construction jobs. 
This means about 100,000 more jobs than at present for 
highway construction workers, as well as many more 
thousand additional jobs in mines, forests, factories, and 
transportation systems, all of which will be required to 
produce and deliver the materials and equipment. 
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Financing the Highway Program: Expenditures and Income 


NEW 
USER 
TAXES 


PRESENT 


\ 


A special highway trust fund has been set up for the 
financing of the Federal Government’s share of the 
highway program. This fund covers a sixteen-year pe- 
riod, starting July 1, 1956, and ending June 30, 1972. 
The revenue estimate of $38.5 billion includes both the 
taxes imposed under present law and new or increased 
taxes provided for by the Highway Revenue Act of 
1956. Of this amount, $14.8 billion represents the yield 
of new or increased highway-user taxes; the remaining 
$23.7 billion represents existing highway-user taxes. 

In examining the financing of the trust fund, it is 
apparent that there is an excess of receipts over expendi- 
tures in the initial three years of the program. However, 
in the next ten years, there is an excess of expenditures 
over receipts, with annual deficits of from $500 million 
to $800 million. In the last three years the income of the 
trust fund is expected to be brought into balance with 
total expenditures. 


HYMAN STEINBERG 
Division of Business Economics 


Executives Report: 


“TIGHT MONEY” SQUEEZES EXPANSION 


1956 on capital investment programs and working 
capital in one out of five of the 220 industrial 
companies participating in this month’s survey of busi- 
ness practices. The companies that have already cut 
back or completely halted their capital programs at- 
tribute their actions to the decreased availability of 
credit and/or higher interest rates. Those firms finding 
their working capital strained cite as most responsible, 
slower rates of collections on accounts receivable. 
Furthermore, 8% of the companies foresee “tight 
money” conditions postponing or curtailing their capital 
programs and operations. Another 17% have adopted a 
“‘wait-and-see” attitude and are proceeding with cau- 
tion. But more than half of the reporting companies are 
not now affected by a tight money market nor expect to 
be affected in the next twelve months. 


[Tsien credit has had some curtailing effect in 


Capital Spending Still Heads Up 


As to capital spending plans for 1957 as compared 
with the 1956 rate, 46% of all the reporting companies 
intend to spend more. Twenty-six per cent expect to 
spend less, while the remainder indicate about the same 
size of program for the two years, 


“A TOUCH OF CONSERVATISM” 


Many executives report they are scrutinizing capital 
expenditures with greater care and are following current 
developments in the money markets more closely. The 
president of a communications equipment company 
states that “the tightening-up adds a touch of con- 
servatism and makes us slightly more cautious in ap- 
proaching capital expenditures.” Similarly, the president 
of a petroleum refining company writes: “Naturally, we 
are conscious of the higher cost of borrowed money in 
evaluating our expenditure programs. This is reflected 
by more concentrated and critical appraisal of the re- 
turns anticipated on new investment proposals.” 

Another company expressed surprise when it found 
that “‘it was only because of the excellent relations” that 
it enjoyed with its banks that “they were willing to go 
along on expansion plans, whereas a year ago they 
would have been urging us to take such a step.” 

As to the future, the controller of an inorganic chem- 
ical company reports that “while the tight money situa- 
tion has not affected our capital investment program to 


date, we feel that it could very easily affect it during 
the next year.” 


CAPITAL PLANS SHELVED 


Of the companies participating in this survey forty- 
one have been influenced by “tight money” conditions 
and are (1) delaying or canceling some of their capital 
expenditure plans or (2) experiencing a strain on their 
working capital. 

The effects of the current monetary situation are 
illustrated in the following statements by cooperators: 


“This tightening up has had a definite retarding effect on 
capital investment programs, particularly on those which 
are risk ventures.” — (General industrial machinery) 

* * & 


“We have shelved for the time being a new plant 
project.” — (Metalworking) 

* * * 

“The tight money market has definitely discouraged us 
from making anything other than necessary plant improve- 
ments for the immediate future. All our improvements for 
the next twelve months will be paid for from internal 


sources, since we do not think it a good time to borrow.” 
—(Tecatile mill products) 


The secretary of a construction materials company 
describes the drastic effect tight money conditions have 
had upon his company’s capital spending as follows: 
“All our plans for capital expenditures have been 
stopped except those for which we are committed and 
cannot cancel and minor capital expenditures essential 
to the operation of the business.” 


Expansion Deterrent—Credit Availability 


The decreased availability of credit is the reason most 
frequently advanced by those companies which have 
curtailed their expansion programs. Several companies 
point out that decreased availability of credit is proving 
to be a greater deterrent to capital expenditures than 
higher interest rates. For example, the president of a 
paper products company points out that because of the 
tightening of the money market, “we have found it nec- 
essary to postpone temporarily, but indefinitely, a major 
expansion program. While the higher interest rate was a 
factor, the major factor in our determination is the de- 
creased availability of credit.” And the president of a 
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general industrial machinery company reports that 
“without any hesitation, we can say that decreased 
availability of credit has had a much greater over-all 
effect than higher interest rates.” 


COLLECTIONS SLOWED 


An increase in accounts receivable caused by a 
lengthening in collections is the reason most commonly 
cited by those companies experiencing shortages in 
working capital. These firms report that part of their 
working funds have been diverted to offsetting the 
effect credit measures have had on their customers’ 
operations. 

As an executive of an inorganic chemical company 
puts it: 


“The chief point at which we see the effect of tight money 
policy in our business is in the fields of credit and collec- 
tions. We find that an increasing number of our customers 
are finding difficulty in securing funds both for the short- 
term financing of their inventories and for somewhat longer- 
term financing of their expansion programs. This: has the 
effect of increasing the demand of credit extension from the 
vendor.” 


And the president of a metalworking company writes 
that his firm is “operating on lower cash balances, since 
some of our customers who are not as strong financially 
as they should be are attempting to increase credit 
limits with us.” 

The treasurer of a textile mill company indicates his 
company has also been hit by this problem: 


“The limited availability of credit is forcing us to finance 
our customers to an increasing extent, with the result that 
the collection of our receivables is running some 10% slower 
than last year and overdue accounts are up nearly 40% over 
a year ago.” 


A rubber products company reports “fa 10% increase 
in receivables over last year, and this is after correcting 
for the higher sales volume this year.” The president of 
this firm goes on to explain that “some of this increase 
is owing to the fact that our distributors and dealers are 
not getting sufficient credit from their banks, and some 
of it is attributable to the slowing-up of their collec- 
tions.” In fact, one company finds that the slowdown 
in its collections has occurred “among large, well- 
financed customers, as well as the weaker ones.” And 
another cooperator writes that his own firm has been 
“forced to resort to abnormal bank borrowing because 
of the slowdown of receivables.” 

A couple of companies report that increases in their 
inventories in recent months have tied up some capital 
previously earmarked for expansion purposes. One exec- 
utive attributes this to “some liquidation of inventories 
on the part of our customers.” 


Construction Industry 


Cooperating companies in construction and related 
industries seem to be particularly hard hit by tight 
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money conditions. Most of these companies report that 
the limitation of available mortgage money has reduced 
home building and this in turn has resulted in decreased 
demand for construction materials. For example, one 
company finds that “tight money has reduced residen- 
tial building, which has been reflected in a decrease in 
our residential construction business.” 

While the lack of credit is a potent force, one company 
maintains that in districts where there is “a great de- 
mand for building, the credit situation seems to be 
taken care of in one way or another.” Another company 
is convinced that “the house-building program has 
faltered more because of lack of demand than lack of 
credit.” 

Working capital shortages are becoming more com- 
mon among the distributors of a construction materials 
company, whose treasurer reports that “tight money is 
having a scattered effect upon our business. Our dis- 
tributors are finding themselves with varying degrees of 
working capital shortages and therefore we suspect that 
the introduction of new products through these chan- 
nels of distribution are being impeded by the inability of 
these same distributors to finance both them and the 
products already well established in the line.” 


THE DELAYED EFFECT 


Seventeen cooperating companies indicate that, al- 
though their operations are not affected as yet by the 
current tight money situation, they are aware of credit 
difficulties encountered by their customers and expect to 
be confronted with the necessity of cutting back their 
own capital expenditures in 1957. For example, an 
organic chemical company finds that tight money has 
not directly affected its capital spending or operations 
but, “it is beginning to affect,” its treasurer says, “‘some 
of our customers, and this will undoubtedly reduce both 
our operations and expansion plans.” 

Several such respondents do not expect to feel the full 
impact of the current credit measures until some time 
in the latter half of 1957. And in the case of one con- 
struction materials company: 


“The tight money market may not present an obstacle to 
carrying out our 1957 capital expenditure program, but it 
may result in a general slowing down of private construction 
which may not be offset by a gain in public construction. 
In turn, this development will curtail our operations and 
have a pronounced bearing on our capital expenditure pro- 
gram for 1958.” 


“W AIT-AND-SEE” APPROACH 


Thirty-eight additional firms believe that any further 
tightening of credit will affect their operations. Natu- 
rally, these cooperators are observing credit develop- 
ments very closely, and are maintaining a cautious and 
flexible position in regard to operations and expansion. 
For instance, in a metalworking machinery company, 
the vice-president writes that “if the money situation 
worsens, we might find it advisable to postpone some 
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Capital Expenditures and Sources—continued 
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Capital Expenditures and Sources—continued 
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Expected Sources of New Capital Requirements in 1957 
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Capital Expenditures and Sources—continued 
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of our plant expenditures for next year.” And the 
treasurer of an inorganic chemical company “does not 
anticipate contraction or delay of capital programs, al- 
though significant further tightening of the money 
market might make it necessary to modify plans.” 

Another concern that is watching its cash require- 
ments very carefully has “established a policy of keep- 
ing cash expenditures in line with retained earnings and 
funds built up through depreciation reserves.” The 
president of a food company “prefers to use current 
earnings for current capital expenditures, and as a 
result the establishment of a definitive program and 
policy must await a clearer view of results of operations 
during the fiscal year.” 

Several companies are aware of the possibility that 
their sales will suffer if their customers are unable to 
maintain their current rate of ordering because of credit 
restrictions. According to the president of a general 
industrial machinery company: 


“The current tightness in the money market has had 
little direct effect on our plans for expansion and moderniza- 
tion. However, the indirect effect of a credit tightness that 
can cause our customers to stop buying can be severe.” 


And one apparel company finds it “too early in the 
season to know if our customers might be affected, but 
if they should, then our operations will be curtailed.” 

A few companies are watching the money situation 
closely for the general impact it will have on our na- 
tional economy. As one company puts it, “any sizable 
reduction in consumer or corporate spending can affect 
our business.” 

Another cooperator states that “‘with interest rates 
high we will try to bear down on seasonal inventory 
increases.” And a food company sensitive to the in- 
creased costs of borrowing is trying “to make all em- 
ployees aware of the need for more rapid turnover of 
inventories.” 


THE UNTOUCHED HALF 


The remaining 124 companies out of 220 reporting 
state that their operations have not been affected in any 
way by the recent credit measures. Nor do these com- 
panies expect to feel the influence of tight money condi- 
tions within the next twelve months. Representative are 
the comments of a food company vice-president: 


“The recent tightening in the money market has not 
caused us to reject, halt, or delay any capital investment 
project which for all other reasons was found acceptable to 
management. But the general increase in money rates has 
accounted for part of the rising cost of projects under way. 
Other than that, neither the rate of interest nor availability 
of credit has so far had an important effect on capital 
spending. Nor have money conditions so far had a signifi- 
cant effect on the general operation of our business. This is 
so because of the relatively small amounts we have bor- 
rowed, the short maturity of these borrowings, and the low 
after-tax net cost of the loans.” 


The president of an electrical industrial equipment 
company allows that “‘we must pay more for money, the 
same as we do for steel and other commodities, but this 
simply adds to the cost of doing business and the prices 
our customers pay.” 

One of the participants estimates that “interest rates, 
after taxes, at the present time are less burdensome than 
they were in past low-interest-rate periods.” This re- 
sponse receives support from another executive who 
finds interest rates “a minor matter after taxes.” 


Needs Outweigh Interest Rates 


Many companies feel that the financial advantages 
resulting from necessary capital expenditures far out- 
weigh the rise in interest rates. Expressing this view is 
an executive whose company “would not postpone or 
disapprove any capital additions program that will re- 
turn an appropriate profit on the investment.” In the 
same vein, the vice-president of an organic chemical 
company comments: 


“A project which is sound enough to merit the long-term 
consideration of a company would not be deferred because 
of the interest increase which has taken place in the last 
year. With the cost of construction rising it would seem that 
to defer a worthwhile project might make the over-all cost 
more a year or two hence. On the other hand, it is undesir- 
able to pay a permanently higher rate of interest, as might 
be the case with long-term money, since one always hopes 
that it can be refinanced at a lower rate at some later date.” 


Tight money caused the vice-president of a refrigera- 
tion machinery company “‘to reexamine our capital ex- 
pansion program, but it did not lead to any alteration 
because the needs are so basic that we are willing to 
bear the higher cost of money.” The controller of an 
office equipment company also makes this point: 


“We consider these capital programs to be so important 
to the future of our business that they would not be affected 
by a factor such as a change in general money conditions. 
As long as credit is available—and we have seen no indica- 
tions that adequate funds for this company cannot be ob- 
tained—any upward fluctuation in interest rates would 
have to be considered merely as part of the cost of financing 
our future growth.” 


OPTIMISTIC CAPITAL SPENDING PLANS 


Despite tight money markets, almost half the 212 
companies reporting on prospective capital expenditures 
expect to spend greater amounts in 1957 than in 1956. 
Companies with such plans in mind outnumber by 
almost two to one those manufacturers who intend to 
reduce their capital expenditures below the rate prevail- 
ing this past year. An additional 28% foresee no change 
in 1957 from their 1956 rate of capital expenditures. 

The following summary table shows that respondents 
from the metal products industries are a bit more 
optimistic regarding their 1957 rate of capital expendi- 
tures than are respondents in the nonmetal industry 
categories. 
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Estimated Capital Expendituresin 1957 Compared with 1956 


Up Down Same 

(Number of Companies) 
Metal industries................. a 25 35 
Nonmetal industries.............. 42 30 25 
DOMME, olan dos eko 6 the oh Seleies 97 55 60 


Companies reporting increases in their 1957 capital 
expenditures predominate in the following industries: 
blast furnaces and steel mills, instruments, controls and 
apparatus, nonferrous metals, inorganic chemicals, and 
paper products. But lower rates of capital spending 
are generally anticipated by companies producing 
motor vehicles and parts, food products, and textile-mill 
products. 

A few companies explain that “as our major expan- 
sion is now completed,” capital needs will drop sharply 
in 1957. But one construction materials firm observes 
that “capital expenditures in early 1956 were quite sub- 
stantial before the tight money situation required a 
reassessment of our plans.” 

The executive vice-president of a specialized machin- 
ery firm indicates that “‘some of the higher expenditures 
in 1957 will be caused by the necessity of postponing 
some of our expenditures scheduled in 1956” owing to 
material shortages. The president of a metalworking 
company makes this observation: “Our capital expendi- 
tures in 1957 will be about the same in amount as they 
have been for 1956. However, their character will be 
different in that the lion’s share will consist of small 
items, either applied to fully depreciated equipment or 
representing improvements.” 


SOURCES OF NEW CAPITAL 


Two thirds of the reporting companies expect to meet 
all their new capital requirements in 1957 from internal 
sources, such as retained earnings, depreciation and 
amortization reserves. The remaining companies will 
resort in part to external sources, except for four com- 
panies that expect to finance their new capital needs 
wholly from external sources. 

Most frequently mentioned among external sources 
of funds are bank and insurance company loans. Sixty 
companies have arranged for and planned such loans. 
Second in popularity (as reported by eighteen com- 
panies), is the issuance of bonds and debentures, while 
nine firms will resort to stock flotations. 

Several companies hope by 1957 to rely solely on 
internal financing for their capital expenditure needs, 
but many expect it will be necessary to use “short-term 
funds principally to accommodate inventory peaks.” 
Similarly, a few report they may supplement retained 
earnings with short-term money for income-tax pur- 
poses in 1957. 

Some companies expect to raise cash by cutting in- 
ventories. And a few others indicate that they plan to 
avoid the total financial burden of new construction 
costs by selling and then leasing back any new construc- 
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tion upon its completion. As a result of this method a 
furniture company official finds that “‘any investment 
during the construction period is a temporary one, since 
the long-term investment is held by other parties. Our 
principal capital outlay, therefore, represents expendi- 
tures for machinery and equipment.” 


Change in Financing Methods 


Several concerns have changed theirmethod of financ- 
ing because of credit restrictions. For instance, one 
company is still obtaining bank loans but “had to 
change from open account borrowing to secured borrow- 
ing for seasonal requirements.” And the president of an 
inorganic chemical company writes: 


“The tightening up of the money market has prevented 
us from borrowing some long-term money which we other- 
wise would have had no difficulty in securing. This forced 
us to equity capital financing which still seems available.” 


ANTI-INFLATIONARY CONTROLS 


Many respondents agree that credit restraints are 
necessary to curb inflation. ““However, the control of 
credit is not a one-way street,” remarks the president of 
a general industrial machinery company, “and we as- 
sume that, at the appropriate time, the administration 
will act just as wisely in loosening up the restrictions.” 
Similarly, a paper products manufacturer feels that the 
government “‘is attempting to fight inflation but at the 
same time is not drawing up rules and regulations which 
cannot be changed or setting up insurmountable bar- 
riers with regard to the flow of money.” 

An executive of a petroleum refining company ex- 
presses satisfaction with the anti-inflationary credit 
measures that have been taken, since “it is logical to 
assume that higher interest rates and tightening of 
credit should ease somewhat the pressure of demand on 
supplies of available goods. Should this prove to be true, 
pressure on prices should also be relieved and over the 
long pull these factors should have a favorable effect on 
the cost of living.” 

On the other hand, the president of an iron and steel 
foundry company says that “the tightening-up process 
was not handled too well; had it been well planned the 
impact would not have been quite so bad.” 

‘The treasurer of an organic chemical company who is 
concerned about the continuance of restraining credit 
policies ends his reply on this note of caution: 


“T believe the tight money situation is very serious. 
There is a considerable lag between cause and effect, and 
therefore many people do not recognize the effects of the 
present tight money conditions, which will show up one or 
two years from now. The brakes on money have been 
properly applied up to this point, but I do not feel that 
further pressure should be applied; on the contrary, the 
time may be here when the brakes should be eased a little.” 


James C. APICELLA 
G. CLARK THOMPSON 
Division of Business Practices 
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Cumulative receipts 
Cumulative expenditures. ... 
For quarterly data see below 


Money supply and turnover 
Privately held money supply’.... 
Total demand deposits adjusted and currency 
Deposit turnover: New York City 
Deposit turnover: 337 other centers® 


Bank loans, investments and reserves 
Investments?, 
Loans 
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Borrowings”: 10 a 
Commercial, industrial and farm loans! 


Diffusion index 
Industrial production.... 
Diffusion index, 


Eight sensitive business indicators 
Residential building contracts 
Nonresidential building contracts 
New orders, durables 
Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations... 

Business failures 


Gross national product 
Total 
Final demand” 


Components of gross national product 
Personal consumption expenditures. . 
Change from previous quarter 
Government purchases of goods and services 
Change from previous quarter 
Gross private domestic investment.... 
Change from previous quarter 


Disposition of personal income 
Total personal income 
Disposable personal income 
Personal consumption expenditures... 
Personal saving 


Corporate profits 
Profits before taxes 
Profits after taxes 


Business expenditures for plant and equipment 
Total 
Manufacturing industries 
Nonmanufacturing industries 


Federal budget receipts and expenditures 
Receipts 
Expenditures 
Cumulative surplus or deficit 
For monthly data see above 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tur Conrerence Boarp; Department of Agriculture; Bureau of the Census; Se- 
curities and Exchange Commission; Treasury Department; F. W. Dodge; Standard 
& Poor’s; Dun & Bradstreet 3 r= ‘ ‘ 

1 Includes interest, taxes and wages. ? Prices received divided by prices paid. * Be- 
ginning May 1956, data based on 330-area sample. 4 Excludes personal contributions 
to social security, included in components. * Includes wages and salaries and “other 

income.” * Includes grant-aid shipments, 7 Demand and time deposits adjusted 
to exclude U. S, Government and interbank deposits; and currency outside banks. 
8 Excludes Boston, Philadelphia, Chicago, Detroit, San Francisco, Los Angeles and 


DECEMBER, 1956 


1956 1955 
Unit 
October 


Octoberp | September] August 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


Million dollars 
Million dollars 


Billion dollars 
Billion Hole S 


Million dollars 
Million dollars 
Million dollars 
Million dollars 
Million dollars 


1947-49=100 S 
its 


Thous. sq. ft. fl. sp. S 
Thous. sq. ft. fl. sp. S 
Million dollars S 
Hours S$ 
1947-49=100 
1926=100 

Number S$ 

Number S$ 


III II 


Quarter Quarter Quarter 


Billion dollars S 403.4 


Billion dollars S 


Billion dollars S 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 


Billion dollars S 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 


Billion dollars S 
Billion dollars S$ 
Billion dollars S 


Million dollars 
Million dollars 
Million dollars 


New York, * All member banks, From Federal Reserve Banks. ™ Weekly reporting 
member banks. 1 Gross national product, less change in business inventories. ™ For 
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fiscal year beginning July 1. S—seasonally adjusted. A-annual rate. a-anticipated, 
For the IV Quarter of 1956, anticipated ees awe are: Total, 38.00; Manufacturing, 
16.87; and Nonmanufacturing, 21.13. _b-September, 1955 for monthly data; ft 
Quarter 1955, for quarterly data. p-preliminary. r-revised. * End-of-month inven- 
tory, divided by sales during the month. f Debits (annual rate) divided by deposits, 
¢tDiffusion index stated as the average duration in months of expansion or contraction, 
n.a.-Not available. “ Chartbook of Current Business Trends, (Second Edition), Tum 
Con¥rerENnceE Boarp, 1956. Copies available to Board Associates on request 


CAPITAL APPROPRIATIONS: A CHANGE IN COURSE? 


panies appropriated $2.6 billion in the third 

quarter of this year. Impressive as is this sum, it 
represents the smallest quarterly rate of new appropria- 
tions so far this year. Even more in point, appropria- 
tions committed or expended during the quarter were 
greater than new appropriations. As a result, the back- 
log of appropriations declined during the third quarter, 
following two quarters of rising backlogs. 

Full reports were submitted by 528 companies, a 
larger number than in any previous quarter. Additional 
returns were still being received when this review was 
prepared. These will be incorporated in the next report 
in early 1957. 

This is the second of a continuing series of reports on 
capital appropriations by large manufacturing industry 
being conducted by Tar ConFERENCE Boarp under the 
financial sponsorship of Newsweek Magazine. The initial 
study presented in The Business Record for October not 
only gave the data for the first half of this year, but also 
outlined in considerable detail the broad purposes of 
this survey and some of its limitations. This present 
analysis relies heavily upon the fuller explanation of 
background and purpose offered in the earlier report. 


BACKLOG DIPS BELOW $10 BILLION 


At the beginning of the third quarter, the appropria- 
tions backlog was $10.4 billion. To this can now be 
added the $2.6 billion in new appropriations, making a 
total of $13.0 billion. During the quarter, $2.9 billion 
was either committed or spent. Over $100 million in 
appropriations was canceled, leaving a balance, or back- 
log, of $9.9 billion at the end of the third quarter (see 
chart), 

Thus far, 470 companies have been able to furnish the 
required information for all quarters of 1955 and 1956. 
This group reported an 8% decline in the rate of new 
appropriations in the third quarter of this year as com- 
pared with the same period a year ago. On the other 
hand, these same companies reported a backlog at the 
end of the third quarter significantly higher than a year 
ago, or, for that matter, higher than at the end of any 
quarter last year. 


FACTORS TO BE STUDIED 


These findings may represent the first quantitative 
indication of a slowing down, in 1957, of the current 
capital goods boom; the complete foreshadowing signifi- 
cance of the decline must, however, await further study 
and developments. Several uncertainties or imponder- 


[oe one-thousand largest manufacturing com- 


ables surrounding the future significance of third- 
quarter appropriation trends are: 


e First, there is the problem of identifying seasonal 
changes in the rate of appropriations, particularly when 
the data at hand cover only two years. 


e The random influence of the steel strike, as well as its 
actual occurrence, undoubtedly affected appropriations 
in the third quarter. 


e There may have been some uncertainties surrounding 
the presidential election. 


e Developments in the money and capital markets may 
have affected this recent change in capital appropriations. 


e The causal relationship between current trends in 
capital appropriation approvals and corporate profits 
and profit margins should be considered. 


1. Seasonal Problems 


Data are presently available only for the four quarters 
of 1955 and the three quarters of this year to date. Thus 
year-to-year comparisons needed to avoid the problem 
of seasonal variations may be unduly influenced by 
cyclical factors in either period. 


New Appropriations Up This Year... 
% CHANGE 


140 CHEMICALS 


96 OTHER NONDURABLES * 
95 NONFERROUS METALS 


61 ELEC. MACHINERY & EQUIP 
37 OTHER DURABLES4 
Ih Hi al GooDs 


3 IFABRICATED METALS 
//30 STONE, CLAY & GLASS 
/26 RUBBER 


ot “23 ALL MANUFACTURING 
: Ee FOOD & BEVERAGES 
feeee— NS Parer 


a ta = 14 DURABLESGOODS 
ena, ie 12 NONELECTRICAL MACHINERY 
7 PETROLEUM? 
“1 TEXTILES 
M22 FathdroR atiow ea 
= ANSPORTATION EQUIR 
1ST 3Q 1IST3.Q 


1955 1956 


A Includes lumber products, furniture and fixtures, instruments, ordnance, 
and miscellaneous products 


X Includes apparel and related products, tobacco, leather and leather 
products, printing and publishing 


© Including coal products 
As reported by the cooperating companies. See table 2 
Source: The Conference Board 
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For example, newly approved appropriations rose 
slightly between the second and third quarters of last 
year. This year, new appropriations declined between 
the second and third quarters. It may be that last year’s 
seasonal changes between the second and third quarters 
were more than offset by a sharp cyclical upswing in new 
appropriations. The boom in new-car production and 
residential building was still under way in the third 
quarter of 1955. In such an environment, appropriations 
at that time may not have shown their typical quarterly 
pattern. If this is the case, then a part, if not all, of the 
drop this year may be attributed to seasonal change. 

Careful consideration of the data so far reported and 
other related material supports the hypothesis that on 
grounds of seasonal variation alone the first quarter may 
typically represent the peak of capital appropriations in 
a year. The fourth quarter would be the other high 
point, though lower than the first quarter. The second 
and third quarters would suffer the largest seasonal de- 
clines, with perhaps the third quarter representing the 
seasonal trough for the year. The seasonal peaks in the 
first and fourth quarters would reflect in large part the 
practice by some companies of approving annual appro- 
priations during these periods. On the other hand, the 
typical changes in capital expenditures, as distinct from 
appropriations, indicate a seasonal trough in the 


. . - But Third Quarter Trend Is Down... 
% CHANGE 


168 CHEMICALS 


83 OTHER NONDURABLESX 


33 OTHER DURABLES4 
30 NONDURABLE GOODS 
28 ELEC. MACHINERY & EQUIR 


12 NONELECTRICAL MACHINERY 


O PETROLEUM® 
-s ALL MANUFACTURING 


S15 STONE, CLAY & GLASS 

“16 PAPER 

--31 TEXTILES 

iN Peceuceree METALS 

~34 FOOD & BEVERAGES 

a5 {IRON & STEEL 

UBBER 

\-36 DURABLE GOODS 

j -65 NONFERROUS serge! : 
68 TRANSPORTATION EQUIP 

3RD Q 3RD Q 

1955 1956 


A Includes lumber products, furniture and fixtures, instruments, ordnance, 
and miscellaneous products 


X Includes appare! and related products, tobacco, leather and leather 
products, printing and publishing 


© Including coal products 
As reported by the cooperating companies. See table 2 
Source: The Conference Board 
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. .. As Durables’ Appropriation Backlog Dips 


In billions 


ALL MANUFACTURING 
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2F-Ns 
5 
0 
COMMITTED y 
OR SPENT 


DURABLE GOODS 


BACKLOG NEWLY APPROVED COMMITTED/SPENT BACKLOG 
AT BEGINNING DURING OR CANCELLED AT END 
OF QUARTER QUARTER DURING QUARTER OF QUARTER 


Estimated for the 1,000 top manufacturing companies. See table | 
Source: The Conference Board 


first quarter and a seasonal peak in the fourth. 

In summary, the broad upswing, in 1955, of capital 
appropriations, newly approved as well as in terms of 
backlogs, may, in effect, have submerged the typical 
seasonal fluctuations. This strong uptrend last year has 
been translated into the continuing rise in capital 
expenditures during the current year. 


2. The Steel Strike 


The appropriation data for this year may also have 
been unduly influenced by planning for the widely dis- 
cussed possibilities of a steel strike which actually took 
place during the third quarter. The impact of the steel 
strike is most obvious in the primary iron and steel 
industry itself, which experienced a sizable decline in 
new appropriations comparing the third quarter with 
the corresponding period a year ago. 
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Even here, the backlogs of appropriations at the end 
of the third quarter represented 5.5 quarters of spending 
or commitments (at the third quarter rate). This back- 
log rate in the iron and steel industry was down from the 
corresponding rate of 6.3 quarters at the end of Septem- 
ber, 1955, but it still represented the second highest 


The Findings 


THIS is the second report on the continuing quarterly 
survey of capital appropriations among the 1,000 
largest manufacturing companies which THe Conrer- 
ENCE Boarp is conducting under the financial sponsor- 
ship of Newsweek magazine. The first report, covering 
the first half of 1956, was presented in the October 
issue. (Reprints are available upon request.) 

The new capital appropriation approvals in the third 
quarter were 8% below the rate a year ago. However, for 
the first three quarters, the cooperating companies ap- 
propriated at a rate 23% higher than the corresponding 
period in 1955. Further, the backlog at the end of the 
third quarter was up 43% above the corresponding level 
of last year. 

These findings, particularly as they relate to the 
third-quarter decline, may represent the first quantita- 
tive indication of a slowing down of the current capital 
goods boom, sometime in late 1957. However, among 
the uncertainties or imponderables surrounding the 
future significance of the third-quarter appropriation 
trend are: 


. The problem of identifying seasonal changes; 

. The effect of the steel strike; 

. The uncertainties surrounding the Presidential election; 
- Developments in the money and capital markets; 


. The causal relationship between trends in appropriation 
approvals and corporate profit and profit margins. 


At the beginning of the third quarter, the appropria- 
tion backlog among the 1,000 largest companies was 
estimated at (in billions) 

Plus: newly approved appropriations 

Equals: total appropriations available during 

quarter 

Minus: appropriations committed or spent dur- 

ing quarter 2.9 

Minus: cancellation of approved appropriations. 0.1 

Equals: backlog at end of third quarter 


In the durable goods industries, the third-quarter 
rate of newly approved appropriations was down 36% 
from a year earlier. Even so, when comparison is made 
for the first three quarters, an increase of 14% is indi- 
cated. Further, the backlog for the hard-goods indus- 
tries at the end of the September quarter was up 37% 
above the level of last year. 

In the soft-goods group, the third-quarter rate of 
capital appropriations was 80% higher than in the 
previous year, and the third-quarter comparison showed 
a 33% hike. The backlog at the end of the third quarter 
of this year was up 52% above the same period a year 
earlier, 


current backlog rate.! It was surpassed only by the back- 
log rate in the primary nonferrous metals industry. 

The influence of the steel strike may also have taken 
the form of an acceleration, or shift, in appropriations to 
an earlier period to avoid the subsequent problems of the 
unavailability of steel. Thus, the new appropriation ap- 
provals in the first quarter of this year showed the 
largest percentage increase over the corresponding 
period a year ago. In the second quarter, the percentage 
change over the year-earlier quarter was less than in the 
first-quarter comparison. And, as already indicated, the 
third quarter saw the first year-to-year decline. 


3. “Tight Money” and Appropriations 


A further problem in interpreting the third-quarter 
data relates to the possible impact of monetary and 
financial developments. The increasing tightness in the 
money market, as well as lowered liquidity, has already 
been discussed by some analysts in terms of its impact 
on capital goods spending decisions. 

One measure of liquidity is the ratio of cash and 
United States Government securities as a per cent of 
current liabilities. The drop in liquidity of manufactur- 
ing corporations in the second quarter compared with 
the same period in 1955 was larger than the drop in the 
first-quarter comparison. In particular, the second- 
quarter fall in the liquidity of hard-goods manufacturing 
companies was sharper than that of the soft-goods pro- 
ducers. Financial developments in the third quarter do 
not suggest any change in this pattern. There may be 
some time lag between the drop in liquidity and its 
impact on appropriations. Conceivably, the lowered 
liquidity of the first half could have significantly affected 
appropriation decisions made in the third quarter. 

Some limited evidence bearing on this point is offered 
by the rise in cancellations of capital appropriations in 
the third-quarter reports. Some $140 million was esti- 
mated to have been canceled by the 1,000 companies, as 
compared with a rate of about $100 million in the first 
half of this year. Data for 1955 suggest that the rate of 
cancellations in the first half was about equal to that in 
the first half of 1956. Further, in the third quarter a 
year ago, cancellations were about the level of the pre- 
ceding first half. This recent rise in cancellations during 
the third quarter was therefore up over the same period 
a year ago. However, when compared with the rate of 
new appropriations, which ran in terms of billions of 
dollars, it is clear that too much emphasis should not be 
placed on recent cancellations, 


4, Profits and Appropriations 


The recent trend in capital appropriations should also 
be placed in the context of the changing profits picture. 
Full confirmation of the thesis that current profits and 

1If the Office of Defense Mobilization decides to issue certificates 
for rapid tax amortization, then the appropriation trend for the iron 


and steel industry could change dramatically. Applications of close to 
$2 billion are reported awaiting approval. 
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Appropriation Backlogs Level Off 


e Including coal products 
© Including motor vehicles 
As reported by the cooperating companies. See table 4 
Source: The Conference Board 


A Closer Look 


3,000 fo Lnine bao AMELIONS: OF DOLLARS 
- “ RATIO SCALE f mn 828 
Ng / 
2,000 autisieussaee™ 4 TOTAL 
; NONDURABLES / 
NONFERROU 7 CHEMICALS 4 1,283 
METALS a 
moe isel 


300 
one I I 


sn wv 
1955 1956 


appropriations may be causally related and changes in 
one may occur simultaneously with changes in the other 
has to await a longer series of quarterly surveys. Yet it 
seems reasonable to suppose that decisions to appro- 
priate would be directly influenced by the prevailing 
trend of corporate profits. This hypothesis is consistent 
with the suggestion made by some analysts that profit 
changes occur before, and affect changes in, capital 
spending. As more attention is focused on capital appro- 
priations, this time lag may be reduced, so that changes 
in capital appropriations and corporate profits may 
occur more or less simultaneously. 

In this connection, it is noteworthy that the trend in 
corporate profits this year parallels that in capital 
appropriations. As already mentioned, newly approved 
appropriations on a year-to-year comparison evidenced 
the largest increase in the first quarter, a smaller in- 
crease in the second quarter and an actual decrease in 
the third. Similarly, manufacturing corporate profits 
after taxes had their largest increase in the first quarter, 
a smaller increase in the second, and preliminary indica- 
tions for the third quarter suggest an actual decline in 
manufacturing profits.2 These comparisons also hold for 
the durables and nondurables groups. In particular, 
early corporate profit reports for the third quarter sug- 
gest that the soft-goods companies are still earning net 
profits at a higher rate than a year earlier. This corre- 
sponds with the continued rise in capital appropriations. 
The hard-goods group experienced a decline in third- 
quarter profits, again corresponding with the decline in 

1 Quarterly Financial Report for Manufacturing Corporations, 
Federal Trade Commission-Securities and Exchange Commission. 


2 See First National City Bank, Business and Economic Conditions, 
November, 1956, p. 123. 
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capital appropriations. While it may be premature to 
extend this analysis to each industry, it is noteworthy, 
for example, that the transportation and iron and steel 
groups, which had rather substantial third-quarter 
profit declines, reported a sharp fall in appropriations. 
When additional surveys become available, this line of 
analysis will be more fully presented. 


FOURTH QUARTER 


In the light of the above discussion concerning the 
uncertainties surrounding appropriation trends in the 
third quarter, the fourth-quarter report should prove of 
pivotal interest. The next study in this continuing 
series, which will appear three months hence, may 
resolve some of the doubts which surround the first 
signal of a probable change in course for capital spend- 
ing later next year. Further, the impact of current de- 
velopments abroad may also be reflected in capital 
appropriation decisions in particular industries. To re- 
peat the caveat about this signal, the very newness of 
this series and the territory being explored means that 
the first appearance of minus signs must be treated with 
care, until more evidence is at hand. 


SEASONAL CHANGE FOR NONDURABLES? 


The decline in new appropriations in the third quarter 
came almost entirely in the durable goods group. The 
soft-goods group, on the other hand, was still appro- 


priating at a rate higher than in the same period of 1955. 
Further, the decline from the first to the second quarter, 
and from the second to the third, roughly matched the 
same appropriation declines in the soft-goods industries 
in 1955 over the same periods. This comparison suggests 
that the cyclical component in new capital appropria- 
tions for the nondurables group was substantially less 
important than for the hard-goods industries. In other 
words, the seasonal changes from quarter to quarter are 
much more apparent in the case of the nondurables 
sector of large manufacturing industry. 


THE DETAILED FINDINGS 


Added perspective can be gained by comparing the 
first three quarters of this year with the same period a 
year earlier. Internal changes in composition, as well as 
the level, of appropriation backlogs, must also be consid- 
ered in any careful appraisal of this body of information. 

Thus, while the cooperating companies reported an 
8% decline in new appropriations in the third quarter 
from a year earlier, for the first three quarters they had 
appropriated at a rate 23% higher than in the corre- 
sponding period of 1955. Further, the backlog at the end 
of the third quarter was up 43% above the correspond- 
ing level in 1955. This is hardly a precursor of an immi- 
nent downturn in capital spending. 

In the durable goods industries, the rate of newly 
approved appropriations in the third quarter was down 


Table 1: Estimated Capital Appropriations for the Thousand Largest Manufacturing Companies, First Three Quarters, 1956 
Millions of Dollars 


All Manufacturing 


Approved capital appropriations outstanding at beginning of quarter. . . 
Capital appropriations newly approved or authorized during quarter. . . 
Approved capital appropriations committed or spent during quarter....... 
Approved capital appropriations canceled during quarter.............. 
Approved capital appropriations outstanding at end of quarter........ 


{Capital expenditures made during quarter..............0ceeeceeees 


Durable Goods Industries 


Approved capital appropriations outstanding at beginning of quarter. . . 
Capital appropriations newly approved or authorized during quarter. . . 
Approved capital appropriations committed or spent during quarter....... 
Approved capital appropriations canceled during quarter..............- 
Approved capital appropriations outstanding at end of quarter........ 


{Capital expenditures made during quarter.............ceeceeeevees 


Nondurable Goods Industries 


Approved capital appropriations outstanding at beginning of quarter. . 

Capital appropriations newly approved or authorized during quarter. . . 
Approved capital appropriations committed or spent during quarter....... 
Approved capital appropriations canceled during quarter...........++-- 
Approved capital appropriations outstanding at end of quarter........ 


[Capital expenditures made during quarter................e0ceeee0 


Estimated for Top Thousand Respondent Companies 
Ist Q. 2nd Q. 8rd Q. Ist Q. @nd Q. 8rd Q. 
1956 1956 1956 1956 1956 1956 


8,263 10,185 10,355 5,832 7,456 7,840 


5,028 3,516 2,588 3,489 2,695 1,910 
2,957 3,263 2,931 1,813 2,154 2,078 
101 108 187 56 70 97 


10,173 10,353 9,867 7,452 
2,227 2,950 3,192 1,453 1,965 2,084] 


2,592 1,909 1,089 1,717 1,417 772 
1,691 1,778 1,399 911 1,098 972 
64 61 69 28 35 


2,436 1,607 1,498 1,772 1,178 1,138 
1,266 1,474 1,532 902 1,056 1,102 
86 68 28 35 49 


Based upon 528 respondents 
Industry totals may not add up because of rounding 
Source: Tue ConreRENcE Boarp 
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Table 2: Newly Approved Capital Appropriations for Respondent Companies, First Three Quarters, 1955 and 1956 


Millions of Dollars 


CAME MMESLES LC UUNIIEG Sees oWaials, [os aheiatehalate ste 076 Sistas © .o1oiacsie Ja, «\s-0biacered 
Pie OOORPLNGUESLTLES os Sic Pee thee eo Cec eee ore cet 
PeprerereanOrAnd Steel af tlc aiclees|cbrase,sleie <'ejshieretayn slaw’ daiviacae 
Primary, nonferrous metals, (2/4. ..0.4<<0ss0reces vane eneees'e 
Electrical machinery and equipment................0.e0000: 
Machinery, except electrical io: a..c:.ccrUscceacce wees ccceces 
Transportation equipment including motor vehicles.......... 
mtone, Clay and glass products... 5. cccccesccscscesevecce ce 
ADPICALEC IMELAl PYOGUCES 4 Gia wyajeiseMarsjc/ed es o,0606nunecnece 
Other durable goods industriest..............cc cece eceees 


UM OMSL GOONS! Tred Ustr b68 xc ca: nce’ (0\0\e sia) 0ie. «ie eraia:ayore fe) 6 vibe. e'e 
BAUR MND VCLAQES Nal cis) fale Se oloe sect Glee scdad nae oew's we 
PL GRIMEMIMIUDFOCUCUE AN, bois ccw ois peel e mba sees drecvess 
PP ABGMeNCH Ate, PFOCUCES .-,0., als, e:c:010/sivieaaiy sieved <a tive Jae oe ces 
Re nemicuis And flited POCUCLS. oo: sve dpeteies o1ae ve eiuis eueieibee oe os 
Petrolenm and coal products... .... ceeds scrocescescccccc ds 
ECM DLOGUCER ino <iAt- ac sis aeleloisiaras'sois'o:s.ajasie's sweated 
Other nondurable goods industries?................e0eeeeees 


1st 3 % Change Srd Quarter | 3rd Quarter % Change 
3 956 6 
at sia et had oP coy meth 

7,670 23 1,993 1,841 —8 
3,667 14 1,135 726 — 386 
901 —13 QA7 160 —35 
775 95 206 72 —65 
513 61 124 159 28 
254 12 60 67 12 
572 —22 803 97 —68 
408 30 139 118 -15 
121 33 32 Q1 —34 
123 37 24 82 33 
4,004 33 858 1,116 30 
196 18 58 38 —34 
153 —1 39 Q7 —31 
354 16 145 122 —16 
1,291 140 195 523 168 
1,790 7 361 361 0 
174 26 54 35 —35 
45 96 6 11 83 


Based upon 470 respondents. Industry totals may not add up because of rounding 


1 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
2 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


Source: Tue ConrereNce Boarp 


Table 3: Outstanding Capital Appropriations for Respondent Companies, Third Quarter, 1955 and Third Quarter, 1956 


Millions of Dollars 


HE SLT UE AB Sn ESS © BESO ORE CIEE eee one ae 


DEE CEICAONES T MOUSTT BES 5034.2) 21+ aizivi civilian die © saleiee one pie eae. e0. oes 
PEMEMARY, ARON ANG SEC]... cciscre's cles acine ns ck edie eesisiinsece es 
erimary monterrous metals. o.5 aise «vias oc vine cta cle evel means’ 


Transportation equipment including motor vehicles............ 
PLOHENCIAY- ANd lass PTOAUCtS): si .idcies ya cies sicce sas cire sees 
PeMICHLEUIITICLAl PFOGUCES,. o... ov clce ne ecileiiciccas ceetcewe sss 
Other durable goods industries... 2.2.2.0... 0. cece eee eeee 


MIRC ETOOOGS DIAUSPEES soci olerss sc es 6s a,c5afo'eie.isiais isis a diss ass 
RAR MIMILMENDCNELAGCS oiler 6 Uthat, hae ie wlalavoks’ casein sib oiele seein éle 
Ele mr EARL VOCUICES, wicig icc aac bias cin cWcels-caaie/slaak « maieise'e 
PADeMANGnIied PLOGUCts’ ......aidesins os oe stdeles ese Ginreeciene ses 
Chemicals'and allied products. .. 2... o2cccuccecdseccesnceess 
Perea and coal products... 4s)! s sctaas 6 <id\-<ia:4.5.0 Seehibaiane ss 
RE MENEEMESE DIAC ohooh a et tse et ayat ore alls ad. #\ vor Sco Wj sseatare ie ees 
Other nondurable goods industries... .............0 eee eeeeee 


Number of Quarters of Commit- 
ments or Spending Represented 


$rd Quarter Srd Quarter % Change by Outstanding Appropriations 
1955 1956 1956 over 1955 
8rd Quarter 8rd Quarter 
1955 1956 
5,096 7,294 43 3.4 3.6 
8,029 4,164 37 4.4 4.6 
1,208 1,572 30 6.3 5.5 
384 828 116 5.3 6.5 
384 548 43 4.7 4.6 
189 218 15 3.4 3.0 
426 411 — 4 2.3 2.9 
319 404 27 5.0 8.5 
60 105 15 3.0 3.8 
61 V7 26 2.9 cA ie 
2,066 3,130 52 2.5 2.9 
144 175 22 2.8 2.7 
117 128 9 3.3 2.7 
270 387 43 4.4 3.0 
576 1,283 123 3.7 4.8 
856 995 16 1.8 1.9 
92 145 58 2.6 3.0 
12 19 58 Li 1.7 


Based upon 470 respondents. Industry totals may not add up because of rounding 


1 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
2 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


Source: Tue ConFreRENCE Boarp 


36% from a year earlier. Even so, when comparison is 
made for the first three quarters an increase of 14% is 
indicated (see table 2).1 Further, the reported backlog 


1 The data in tables 2, 3 and 4 were reported by 470 manufacturing 
companies. This information was furnished for all seven quarters and 
represents a somewhat smaller coverage—66% of the assets of the 
1,000 largest manufacturing companies—than that shown in table 1, 
which represents an asset coverage of 70%. The data contained in this 
report differ slightly from those indicated in the October Business 
Record, owing both to revisions and a slightly broader coverage. 
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for the hard-goods industries at the end of the Septem- 
ber quarter was up 37% above the level of last year (see 
table 3). 

Among the durable goods industries, it is particularly 
noteworthy, too, that two industries still show plus 
signs in the third quarter, as compared with a year ago, 
These are the electrical and nonelectrical machinery 
groups (see chart on page 551). 

In the soft-goods group, the third-quarter rate of 
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Table 4: Capital Appropriations for Respondent Companies, 1955 and 1956, by Quarters 


Millions of Dollars 


All Manufacturing 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter. .... 


[Capital expenditures made during quarter...............-.000:- 


Durable Goods Industries 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter..........- 
Approved capital appropriations outstanding at end of quarter... .. 


{Capital expenditures made during quarter.................0000- 


Primary iron and steel 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter .......... 
Approved capital appropriations outstanding at end of quarter... . . 


[Capital expenditures made during quarter..............-2eee000: 


Primary nonferrous metals 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter........... 
Approved capital appropriations outstanding at end of quarter... .. 


[Capital expenditures made during quarter................s+0005 


Electrical machinery and equipment 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter..... 


(Capital expenditures made during quarter.................+005 


Machinery, except electrical 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter..... 


[Capital expenditures made during quarter....................5. 


Transportation equipment, including motor vehicles 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter... .. 


[Capital expenditures made during quarter..............eeeeeeee: 


Stone, clay and glass products 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations commitied or spent during quarter... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter... .. 


[Capital expenditures made during quarter. ...........ee0eee0005 


— | | | | | | ee 


7,172 7,549 

2,515 1,841 

2,077 2,000 
66 9. 


4,121 4,405 
1,361 726 
1,047 921 

31 46 


278 258] 
532 886 
487 712 
125 128 
9 1 
885 828 
91 111] 
490 514 
173 159 
141 119 
7 6 
514 548 
117 128] 
238 224 
67 67 
81 72 
1 2 
222 218 
76 67] 
531 465 
148 97 
206 144 
7 7 
465 411 
195 249] 
402 423 
133 118 
110 114 
@ 22 
423 404 
113 114] 
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Table 4: Capital Appropriations for Respondent Companies, 1955 and 1956, by Quarters—continued 


Millions of Dollars 


Fabricated metal products 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during ing 
Approved capital appropriations commitied or spent during quarter. . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter... .. 


[Capital expenditures made during quarter...............0000000- 


Other durable goods industries* 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during apiogg 
Approved capital appropriations committed or spent during quarter. . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter... . . 


[Capital expenditures made during quarter................00005- 


Nondurable Goods Industries 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter.... 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter..... 


[Capital expenditures made during quarter...............02ee000- 


Food and beverages 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter............+ 
Approved capital appropriations outstanding at end of quarter..... 


[Capital expenditures made during quarter.............00eeee000- 


Textile mill products 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations commitied or spent during quarter... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter..... 


[Capital expenditures made during quarter................0e0000- 


Paper and allied products 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during hole 
Approved capital appropriations committed or spent during quarter. . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter..... 


[Capital expenditures made during quarter..............0.--00005 


Chemicals and allied products 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter..... 


[Capital expenditures made during quarter..............-20e000es 


Petroleum and coal 
Approved capita an outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during Noel 
Approved capital appropriations committed or spent during quarter. . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter..... 


Capital nditures made during quarter. ...........00eeeeeeeee 
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Table 4: Capital Appropriations for Respondent Companies, 1955 and 1956, by Quarters—continued 


Millions of dollars 


Rubber products 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter... .. 


[Capital expenditures made during quarter...............eeeeeee- 


Other nondurable goods industries* 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter 
Approved capital appropriations committed or spent during quarter... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter... .. 


® Less than $500,000 


[Capital expenditures made during quarter.............00cccceees 


1 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
2 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


Based upon 470 respondents. Industry totals may not add up because of rounding 
Source: Tue ConreRENCE Boarp 


capital appropriations was 30% higher than in the previ- 
ous year, and the three-quarter comparison showed a 
33% hike (see charts on pages 550 and 551). The back- 
log at the end of the third quarter this year was up 52% 
above the same period twelve months earlier. 

Among the soft-goods industries, the upward year-to- 
year comparison was particularly steep for the chemicals 
group. At the end of the third quarter, the chemicals 
industry had the second largest appropriation backlog 
of any industry. Among the remaining soft-goods indus- 
tries, the oils were the only other group that appro- 
priated at a rate equal to that of the third quarter of 
1955. All other nondurable industries (aside from miscel- 
laneous) showed minus signs compared with the same 
period last year. 

Comparing the first three quarters of 1956 with those 
of last year, new appropriations this year were about 
one fourth above a year ago, with the soft-goods group 
outpacing the hard-goods sector. 


HARD-GOODS LEADER 


Among the hard-goods industries, the primary non- 
ferrous metals and electrical machinery industries con- 
tinued to lead the field (see chart on page 550). The 
transportation equipment industry continued to evi- 
dence declines in new appropriation approvals, particu- 
larly the motor vehicle subsector. The nonautomotive 
component of this group has experienced a rise in new 
appropriations, in both third-quarter comparison, as 
well as for the first three quarters.! 

In the soft-goods group, the chemicals industry has 
reported the sharpest rise in new appropriations for the 


1 Tn the near future sufficient information may be at hand to permit 
the separation of this industry into its two main components. 


first nine months of this year. In fact, it leads all the 
industries in terms of change in new appropriations, as 
well as in the upward hike in the level of appropriation 
backlogs. Only the textile industry did not appropriate 
more this year than last. 


CURRENT EXPANSION PLANS 


Six industries—primary nonferrous metals, stone, 
clay and glass, fabricated metal products, food and 
beverages, paper and rubber—reported sizable hikes in 
new appropriations when considering the first three 
quarters of this year. Yet all indicated considerable de- 
clines when attention is only focused on the third- 
quarter comparison. These same industries, further- 
more, reported appropriation backlogs at the end of the 
third quarter significantly higher than a year earlier. 

Such comparisons again raise the question as to 
whether or not in some of these industries the raising of 
capacity to meet the demands of a $400-billion-plus 
economy may be coming to a temporary halt. The ex- 
pansion programs in some of these industries have been 
very large. Considering the current level of appropria- 
tion backlogs and the time needed to digest them, it 
would not be too surprising that some companies in 
these groups may want to review the whole question of 
future capital outlays, particularly as they relate to 
expansion of capacity. 


YEAR-TO-YEAR RISE IN BACKLOGS 


The cooperating manufacturing companies reported 
a 43% hike in their backlogs of approved capital appro- 
priations not committed or spent at the end of the third 
quarter as compared with the same period a year ago 
(see table 3). Again, the nondurable industries experi- 
enced a larger rise in backlogs compared with last year 
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than has the hard-goods group. Only the over-all trans- 
portation equipment industry failed to post a plus sign 
in this respect. Both the chemicals and the primary 
nonferrous metals groups have had more than a 100% 
increase in appropriation backlogs. The fabricated metal 
products, rubber, paper, and electrical machinery indus- 
tries reported appropriation backlogs up 40% to 75%. 

Backlogs are not only significant in terms of year-to- 
year comparisons, but also in terms of changes within 
each quarter. On this basis, backlogs rose within each 
quarter of 19551 and the first two quarters of this year 
(see table 4). In the third quarter they declined. This 
decline, of course, simply indicates that the rate of new 
appropriations in the third quarter was less than the 
rate of expiration of appropriations, either through com- 
mitments, that is, new orders placed, or expenditures. 

Only two industrial groups moved counter to this 
decline within the third quarter, electrical machinery 
and chemicals. In particular, the rise in the chemical 
industry’s backlog of approved appropriations was the 
largest of four consecutive and substantial hikes in 
backlogs. 


BACKLOG TREND 


Changes in backlogs within each quarter also have to 
be considered against the background of what has hap- 
pened to backlogs during the first three quarters of this 
year compared to the same period a year ago. In this 
comparison, the backlog at the end of the third quarter 
is measured against the backlog outstanding at the be- 
ginning of the year. 

On this basis, the rise in backlogs during 1956 has 
been less than in 1955. For all reporting manufacturing 
companies, the increase from the beginning of the year 
to the end of the third quarter was 29% as compared to 
55% a year ago. In the durable goods industries, this 
difference is even more pronounced, with this year’s 
backlogs rising 21%, while in the first three quarters in 
1955, they jumped 72%. On the other hand, the soft- 
goods producers reported a greater hike in backlogs 
during 1956—40%—than last year—34%. 

Only four industries reported a greater rise in back- 
logs during the first three quarters this year as com- 
pared with last—electrical machinery, chemicals, food, 
and “other” nondurables. In dollar terms, the first two 
reported the largest increase. 


Backlog Rates Steady 


The backlog rates—that is, the number of quarters of 
commitments or spending at the third-quarter rate 


1 Attention was directed in the October Business Record report 
(page 433) to the reported minor discrepancies between the end-of- 
quarter appropriation backlogs and the total outstanding at the begin- 
ning of the next quarter. In this report, the maximum discrepancy 
between the third quarter of 1955, now shown for the first time, and 
the fourth quarter of 1955, which was furnished in replies over a half 
year ago, is some $50 million. While such a discrepancy can have little 
bearing on the analytical interpretation of this data with totals of $5 
billion, we hope to uncover and remove the bulk of it. On the other 
hand, during 1956 the discrepancy between the end of quarter and 
beginning of the next has practically disappeared. 
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represented by outstanding appropriations at the end of 
the third quarter—was 3.6 quarters for all manufactur- 
ing, the same as in the second quarter of this year (see 
table 3). At the end of the third quarter a year ago, the 
backlog rate was 3.4 quarters. Both the durables and 
nondurables groups have experienced a rise in their 
backlog rates compared with a year ago. The primary 
nonferrous metals industry continued to have the 
highest backlog rate—6.5 quarters, followed by primary 
iron and steel with 5.5. The chemicals and electrical 
machinery industries also had backlog rates at the end 
of the third quarter of more than twelve months. 


COVERAGE 


The 528 companies that are represented in this report 
account for 70% of the assets of the top 1,000 manufac- 
turing companies. This is a gain in coverage of one 
percentage point over that indicated in the initial report. 
In general, the coverage by industry is about the same 
as shown in the October Business Record. Coverage has 
been increased considerably in the stone, clay and glass, 
and rubber industries, where the cooperating companies 
now represent at least 90% of the assets of such compa- 
nies that are included in the top 1,000 manufacturing 
companies. The chemicals group, too, now has a cover- 
age of 90%, along with the two industries that had 
surpassed this degree of cooperation in the first report; 
namely, the primary nonferrous and iron and steel 
industries. 


Morris CoHEeNn 
Martin R. GaInsprucH 
Division of Business Economics 


National Standards in a Modern Economy—Thirty-four spe- 
cialists review the standards that link the achievements of 
scientific research with technological innovation and high- 
production efficiency in the age of automation. The book 
attempts to convey to the interested public, from top man- 
agement to the ultimate consumers, some understanding of 
how the standards movement affects the scale and quality of 
their material welfare and alters the general course of their 
life. Edited by Dickson Reck. Harper & Brothers, 1956. $5.00. 


Atomic Quest: A Personal Narrative—During World War 
II, Dr. A. H. Compton was director of the metallurgical 
laboratory of the Manhattan project, the supersecret group 
which ultimately developed the atomic bomb. “Atomic 
Quest” is his account of the development of this weapon 
from its early planning stages to its use in Japan. He gives 
a firsthand account of the teamwork that went into the 
project and describes in great detail the course of events 
that led to the decision to drop the bomb on the Japanese 
homeland. In his analysis of the military and social con- 
sequences of the release of atomic energy, he discusses the 
prospects for a peaceful atomic future and the significance 
of atomic weapons in world affairs.—By Arthur Holly 
Compton, Oxford University Press, New York, New York, 
1956, 870 pages. $5. 


Executives Report: 


ECONOMIC RESEARCH AIDS COMPANY PLANNING 


more profitable operations. This is the report of 

most of the 206 executives of industrial companies 
participating in this month’s survey of business prac- 
tices. Almost three fifths state that their firms subscribe 
to an outside economic advisory service and/or main- 
tain their own economics staff, and an additional fifth 
report that they obtain economic guidance from outside 
sources other than advisory services. 


Fy mee ore RESEARCH is a help in planning 


DEFINITIONS DIFFER 


Respondents are by no means agreed as to what 
constitutes economic research. Some, for example, feel 
that perusal of business newspapers and magazines, 
government and trade association publications, and the 
like, gives them the benefits of economic research at a 
minimum of expense. Others feel that unless a company 
maintains its own economics staff or subscribes to a 
service specifically devoted to economic research, it is 
not really making use of this management tool. 

Outside economic advisory and consultant services 
are employed by 107 out of the 206 companies reporting. 
Included in this group are twenty-eight companies that 
also maintain their own economics departments. All 
told, forty-eight companies report that they obtain 
economic guidance from their own economics staff. A 
handful of companies assign economic research as a 
part-time function to one employee, in addition to sub- 
scribing to outside services. 

An additional forty-six companies indicate that they 
rely solely on their executives to keep informed on gen- 
eral economic conditions by reading trade publications 
and journals, newspapers and magazines. Some attend 
local bank meetings where economists discuss the latest 
economic developments. Others keep abreast of eco- 
nomic trends through their day-to-day contacts with 
business associates, customers and suppliers. 

Only thirty-three cooperators make no special effort 
to follow current economic conditions or to appraise the 
possible implications to their business. 

Many reporting companies adopt a multiple approach 
to economic research, as in the case of a motor vehicles 
and equipment producer who supplements “‘the over-all 
and industry forecasts published by our consultant with 
information obtained from our customers, trade and in- 
dustry publications and various government reports.” 


A petroleum refining company has a “general economics 
department which subscribes to a number of economic 
advisory services as part of the process of keeping 
abreast of current opinion. In addition, other depart- 
ments and executives subscribe to some economic serv- 
ices to meet special needs.” 


A GREAT DEAL OF PRAISE - : - 


The over-all contribution of economic research to 
company planning is rated highly by most of the par- 
ticipating executives. For example, the vice-president of 
a petroleum refining company writes that “economic 
functions are necessary and vital to the operation of the 
various departments and also contribute to the total 
profits of the company.”’ Another executive has found 
that “economic analysis as a basis for many decisions 
has been a sound way to attack many of our problems 
and this approach has been very valuable to our com- 
pany.” Along these same lines, the president of a con- 
struction materials company refers to economic research 
and activities as “indispensable in helping to initiate an 
organized and systematic approach to realistic planning 
for growth and profit.” 


» + + AND SOME RESERVATIONS 


But not all companies find economic research ade- 
quate or necessary. “Decidedly disappointing,” is the 
comment of a president whose company formerly sub- 
scribed to an outside economic advisory service. He ex- 
plains that his company’s operations are materially 
affected by “changes in commodity prices, particularly 
copper and rubber prices, fluctuations which are many 
times attributable to political situations rather than to 
statistics on which this service based its reeommenda- 
tions.” 

Another executive writes that in his case “the only 
contribution economic research has made is in long- 
range planning of future product lines and facilities— 
and even in such cases it plays only a minor role since 
our business depends upon providing products which 
fulfil certain technical needs rather than the general 
health of the business economy as a whole.” 

Some companies do not completely rule out the possi- 
bility of employing economic research in the future but 
feel, as does the treasurer of an office equipment pro- 
ducer, that the “relatively small size and the specialized 
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nature of our business does not warrant such activities 
at present.” 

The president of a nonferrous metals company which 
relies on its sales organization and published informa- 
tion to forecast future potentials and markets, advances 
the following reasons for not using economic research: 


“The demand for our products is not closely patterned to 
any economic curve 

“Economic reports generally provide a substantial margin 
for error and the information is qualified 

“The information provided by economic services requires 
evaluation which can prove complicated and expensive.” 


And the vice-president of an electrical industrial 
equipment company believes that economic research “‘is 
a refinement for which we are not yet prepared.” 


ECONOMICS STAFF 


The use of economists and economics staffs among 
many of the forty-eight reporting companies maintain- 
ing such personnel is a relatively recent development, 
but the importance of their contribution to management 
has increased with the years. For example, the assistant 
vice-president of an industrial machinery company 
writes: “Our staff was formed approximately five years 
ago and is steadily increasing in responsibility, since we 
recognize that economic research is rapidly attaining an 
important role in the operation of a successful business 
today.” 

A general industrial machinery manufacturer affirms 
that his company ‘“‘would hardly consider operating 
without an economics staff today. The contribution of 
our economic analysis branch is becoming greater each 
year and is one of the cornerstones on which our for- 
ward planning is built.” 

Several companies report that some of their future 
management may be recruited from their economics 
staffs. For example, the vice-president of a petroleum 
refining company employing a large economics staff feels 
that “they make an important over-all contribution to 
the company. Furthermore, as the role of the business 
community evolves in our country’s economic develop- 
ment in the years ahead, it seems likely that this im- 
portance will increase rather than diminish. We feel that 
it is important to maintain a high level of professional 
competence among the economists. We also expect that 
some economists who demonstrate executive ability can 
eventually be moved into management positions.” 

On the other hand, some companies that believe in 
using economic tools do not feel the necessity for main- 
taining an economics staff. The president of a rubber 
products company fears that “a staff of our own would 
submerge us in a deep blue sea of charts and statistics.” 


Forecasting Foremost 


“The heart of the economic research program,” one 
executive writes, “is, of course, forecasting.” And this 
position is maintained by almost all cooperating execu- 
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tives who believe forecasting to be the fundamental 
and most important activity of their economics staff. 
The types of forecasts made by economics staffs range 
from appraisals of the over-all economic outlook for 
business to pinpointed estimates of, for example, the 
supply outlook for specific raw materials. Some put 
“particular emphasis upon the company’s capital in- 
vestment programs and the opportunities for profitable 
growth.” Other economics staffs, like that of a rubber 
products company, “make forecasts of company and 
industry dollar activity, and the supply and demand 
situation for raw materials, and also interpret and dis- 
seminate the forecasts of consulting services.” 


Other Economic Activities 


Other activities assigned by reporting companies to 
their own economist or economics staff include: 


e Collaboration with other departments on the economic 
aspects of various management problems 

e Periodic interpretation of economic indicators via reports 
circulated to management 

e Maintenance of an economics library and reference mate- 
rial for information and research purposes within the 
company 

e Dissemination of economic data from published sources 

e Development of charts and other visual aids covering 
pertinent economic data 


A number of companies report that a wide range of 
activities is covered by their economics staff. At one 
organic chemicals company “the economist’s attention 
is devoted to business and financial trends, price move- 
ments, inventories, money and banking developments, 
foreign trade, tariff and government fiscal policies, fac- 
tors affecting employment conditions, purchasing and 
new plant location.” 

Two other producers make similar comments: 


“The sphere of activities of our economics group is both 
extensive and intensive, ranging from projections of general 
economic activity to studies of the profitability of specific 
operational facets of our company.” (Petroleum refining) 

* ok * 

“Activities carried on by our economics staff include the 
development of short- and long-range marketing and opera- 
tional forecasts, the review and preparation of short- and 
long-range supply and demand outlooks, studies of seasonal 
patterns and levels of consumption, analyses of competitors’ 
financial operations and sales volumes, maintenance of a 
library containing current literature of a general economic 
nature and documents and publications relating to our 
products and other activities.” (Food products) 


Some companies do not have an economics depart- 
ment as such but have an employee who spends part of 
his time performing various economics functions. One 
company has “a member of the financial staff who de- 
votes a considerable portion of his time to economic 
studies and who issues to all line executives a monthly 
report based on his current studies.” 
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Another company’s “staff” consists of “one member 
of the general sales department who spends at least 
50% of his time analyzing the economic growth in in- 
dustries and regions and correlates this information for 
our department heads and line members of our district 
sales staff.” 

The research activities of another firm are carried on 
by “the treasurer’s department which coordinates and 
disseminates economic data and represents the company 
in certain economic research activities.” Still another 
executive expresses satisfaction with the related eco- 
nomic work of the company’s statistical staff which 
“accumulates material having a bearing on future sales 
and makes projections relating to production, man- 
power, raw materials and additional plant and produc- 
tion facilities.” 

Several firms report that any economic research they 
require is handled on an “as necessary”’ basis by em- 
ployees having prior economic training and experience. 
To quote one executive: ‘““We do not have a staff of 
economists but there are individuals who have training 
in economics who undertake special economic studies 
within the framework of the particular division involved.” 


Size of Staff 


For the most part, economics staffs among reporting 
companies are, as the table shows, small in size. In 
the majority of cases, these economics departments 
have no more than five technical employees. In fact, 
twelve of these companies maintain one-man depart- 
ments and only eight companies report having over ten 
technical employees in their economics departments. As 
might be expected, the largest departments tend to be 
those that have been in existence the longest. 


ECONOMIC RESEARCH vs. MARKETING RESEARCH 


Of the forty-eight companies with economics staffs, 
thirty-five also maintain marketing research depart- 
ments. These companies report a wide variety of organ- 
izational structures and relationships between these two 
research activities. 

Twelve firms report that economic and marketing 
research are the responsibilities of one department. In 
eight out of these dozen companies ‘“‘the staff is flexible 
and the same employees work on both economic and 
marketing research problems.” The remaining four com- 
panies combine both activities in one department but 
differentiate between employees performing economic 
research and those conducting marketing research. 

These companies obviously agree with the rubber 
products manufacturer who writes: “We hold strongly 
to the view that economics, statistical analysis and 
market research should all be tied together in one de- 
partment. These three business information tools can- 
not be successfully and efficiently separated in our 
opinion.” 

The opposite viewpoint is expressed by a producer of 
electrical industrial equipment, who remarks that “up 
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until this year the economic and marketing research 
staffs were combined. They were separated in order te 
give more attention to economic research and forecast- 
ing activities.” . 

For such reasons, twenty-three cooperators maintain 
completely separate economic departments and market- 
ing research departments. In five of these firms, both 
departments report to one executive. For example, in a 
general industrial machinery company, “the marketing 
research branch is parallel to the economic analysis 
branch and both report to the director of the marketing 
division.” 

In the other group of eighteen companies, each de- 
partment reports to a different executive. In most of 
these companies the economic and marketing research 
staffs maintain informal liaison. For example, the man- 
ager of economics of a petroleum refining firm writes 
that “although there is no direct relationship between 
the two departments, there are continuing contacts and 
consultations between the two on related matters.” 

In another oil company, the director of economics and 
planning “coordinates the activities of the market re- 
search group and the general economics staff, as well as 
the other departmental economics sections, in order to 
prevent duplication of effort and to provide a clearing 
point for interstaff information.” 


Supplementary Character of the Two 


Marketing and economic research are looked upon by 
reporting executives as supplementing each other. As 
one vice-president sees it, “economic research is general 
whereas market research in many instances deals with 
specific problems.”’ Other views expressed are that eco- 
nomic research supplies “a wider approach in problem 
solving” and “‘a supplementary background for market 
studies.” 

In the case of a food company, the vice-president 
reports that “these activities are closely interrelated. 
For example, we use economic research as a basis on 
which to establish our sales budgets and sales estimates, 
but at the same time an equally important contribution 
to this work is made by our market research activities, 
dealing with consumer preference, store movement 
studies, etc.” 


REPORTS TO TOP-LEVEL EXECUTIVE 


An indication of the importance attached to economic 
research by companies having economists or economics 
staffs is the fact that in almost all cases, the economist 
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x head of the economics staff reports to a top-level 
sxecutive. This procedure is followed in the thirteen 
sompanies which maintain an economics staff but have 
10 marketing research department. In eight instances, 
the staff reports to the president of the company and in 
three cases to a vice-president. (See following table.) 


ECONOMIC ADVISORY SERVICES 


Outside economic consultants are a source of informa- 
tion frequently mentioned by survey cooperators. These 
consultants usually offer their clients a standard “pack- 
age” deal and/or “tailor-made” services including peri- 
odic reports on the business outlook, economic studies 
and personal consultations. 

Periodic consultations involving reviews of the eco- 
nomic picture are generally rated very helpful in that 
they afford management the opportunity of personally 
exchanging ideas and opinions with economic experts. 
The treasurer of an aircraft company comments: 


“The relationship with our outside economic advisory 
service has, in our opinion, proved of very considerable 
value and as time has gone on we have found that it has 
played an increasingly effective role with many of our top 
management people. We feel that the personal presentation 
at periodic intervals is of much greater value than could 
possibly be obtained from any strictly statistical flow of 
material. It permits a well-thought-out and personalized 
presentation of the highlights of the economic situation and, 
of course, affords the opportunity for questions and discus- 
sion on the part of our various management people. How- 
ever, we would not feel that such periodic meetings with no 
interim information would be an adequate answer to what 
we are trying to accomplish. Accordingly, the regular peri- 
odie flow of memoranda and other statistical information 
between the personal meetings serves to keep the continuity 
of our thinking and provides interim information on devel- 
opments between the meeting.” 


Other companies employ an economic advisory serv- 
ice to get a fresh viewpoint on the business outlook, as 
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in the case of one general industrial machinery company 
whose vice-president writes: 


“While some of our executives are associated with local 
economic groups and associations, we have found that an 
independent economic service, in addition to acting as a 


check on our opinions, serves to stimulate and fertilize our 
thinking.” 


Companies subscribing to a standard type of service 
most commonly seek opinions on general economic con- 
ditions and help in making short-term and long-term 
business forecasts. Tailor-made services are generally 
used to throw light on specific company and product 
problems. 

Typical is the reply of the controller of a petroleum 
refining company who writes: “In the standardized por- 
tion of our outside economic service we seek a reporting 
service on important national indices of business be- 
havior. In the specialized consultation services we seek 
economic evaluation on a wide variety of specific 
problems.” 

A producer of construction material who subscribes 
to three different economic advisory services explains 
the type of assistance desired: 


“Generally, we seek two types of economic or business 
information. One takes the form of an up-to-date appraisal 
of current business trends. In this regard we also request 
and receive a short-term economic outlook. The other type 
of economic analysis deals specifically with a review and 
forecast of current trends within our major end-use markets. 
These data are submitted to us in weekly and monthly re- 
ports and at quarterly personal consultations. We feel that 
this system, at least for the present, adequately services our 
outside economic requirements.” 


The vice-president of a nonferrous metal company 
subscribing to an outside economic advisory service 
states that “through this service, we obtain a balanced 
picture of many economic factors and a ‘feel’ of the 
forces in play in any major market areas which will, in 
turn, affect their requirements for our products.” 


OTHER SOURCES OF ECONOMIC ADVICE 


In some companies, operating executives themselves 
keep informed on general economic conditions through 
their daily business reading and their business contacts. 

Expressing satisfaction that “our management staff 
has been sufficiently informed on general economic 
conditions in the past to enable them to guide our 
business along its future course,” a producer of refrigera- 
tion machinery therefore relies on “management’s fore- 
casts of conditions affecting our business.” 

In a similar vein are the remarks made by the vice- 
president of an apparel manufacturer who states that 
‘“‘while there isn’t any formal group of employees in our 
organization devoted to studies of economic conditions, 
each of the company’s senior officers does review 
economic conditions and they are usually a subject of 
conversation at our regular meetings.” 
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Another company “receives from time to time econo- 
mists’ reports and analyses from banking friends and 
executives in other companies.” 

A few companies feel that their close association with 
and observation of suppliers and customers furnishes 
them with necessary economic information. This is 
especially true where these supplier and user companies 
maintain their own economic research departments. As 
the president of one company puts it, “we obtain the 
benefit of their research work which is superior to what 
we could develop ourselves.” 

Naturally, those companies having relatively few 
customers tend to rely heavily on business information 
obtained from such sources, as in the case of a general 
industrial machinery firm whose chairman of the board 
writes: 


“We believe that the contacts with our customers give us 
the best insight into their future, particularly since a large 
part of our business is done with relatively few companies.” 


GROWING USE 


Looking toward the future, many cooperating execu- 
tives anticipate increased use of economic research. An 
assistant vice-president of a general industrial machin- 
ery company observes that “the contribution of eco- 
nomic research will increase as the years progress, pri- 
marily because of the development of new methods and 
recognition of the value of comparative economic 
statistics.” 

Similarly, another executive concludes: 


“As plants increase, as products and markets become 
more diversified and as sources of raw materials become an 
ever increasing requisite to successful operations in the 
future, we believe it necessary to continue the development 
of more economic studies and information for management’s 
guidance.” 

James C, APICELLA 
G. CLarK THOMPSON 
Division of Business Practices 
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for leaf tobacco may show little change because of more com- 
plete use of leaf with new processes, and because some filter-tip 
cigarettes use less tobacco.” 


Automobiles and Parts 


Roland S. Withers, general manager of United Motors 
Service (as reported in The Iron Age, November 1)—“Predic- 
tions are that the automotive parts replacement business in 
1957 is going to be one of the biggest in the history of the 
industry. 

“Roland S. Withers . . . says that car and truck owners 
will spend more than $4 billion in 1957 for replacement parts. 
The estimate does not include the cost of labor or of tires. 


“Basis for the outlook: 65 million vehicles will be in use 
next year.” 

The Outlook (November 12)—‘‘Following a laggard showing 
in the wake of the industry’s 1955 boom, stocks of auto makers 
have more recently performed better than the market. With 
industry sources looking for a rise in output of 10% next year, 
worthwhile earnings improvement for leading companies is 
indicated. Subject to occasional fluctuation, prospects are for 
persistent growth over the longer term. 

“Stocks of parts makers as a group have given an unimpres- 
sive performance for some time, reflecting changes in auto out- 
put, intense competition and close pricing on the available 
business. However, some companies have fared relatively well, 
thanks in part to new-product development and broad diversi- 
fication. Good sales recovery seems in store for 1957, and long- 
range prospects are favorable.” 


Construction 


The Journal of Commerce (November 19)—“F. W. Dodge 
Corporation . . . predicted . . . that construction contract 
awards in 1957 will run 7% ahead of 1956 to set a new dollar 
volume record, 

“A record though smaller gain over 1956 was also predicted 
for physical volume of construction. 

“Dodge estimated that contracts for all types of construc- 
tion, including residential, nonresidential and heavy engineer- 
ing, will total $26,783,000. 

“Physical volume of construction will rise less than the 
dollar volume because of rising construction costs, the Dodge 
report said. 

“For buildings, the increase in dollar value of construction 
will be about 6%, while physical volume measured by floor 
area may increase only about 1%, it stated... . 

“For residential building, Dodge forecast 1,123,000 nonfarm 
dwellings would be started in 1957, making a small increase 
over the estimated 1,100,000 starts in 1956. 

“The report added this would make a 4% increase in dollar 
volume because of rising costs and no increase in total floor 
area since the houses are expected to be smaller on the average 
than they were this year. 

“In nonresidential building Dodge expected a moderate 
decline in physical volume for commercial and manufacturing 
buildings since volume for these buildings ran high in 1955 and 
1956. 

“The report, made by Dodge vice-chairman Thomas S. 
Holden, said 1957 may see ‘some relaxation of financial brakes, 
but financial authorities will again be alert to the possibility 
of runaway trends,’ ” 


MERGERS AND PROPERTY TRANSFERS 


The regular compilation of current mergers and 
property transfers has been omitted from The 
Business Record this month. The data have been 
compiled, however, and will be made available to 
interested Associates upon request. Address J. 
Frank Gaston, Assistant Director, Division of 
Business Economics, National Industrial Confer- 
ence Board, 460 Park Avenue, New York 22, New 
York. 
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In the November Management Record 


Christmas Bonuses—this year, again, many companies will be giving Christmas 
bonuses. In most of these concerns, the bonus has become one of the accepted 
traditions of the Yuletide season. But, according to some observers, the routine 
aspect of the bonus has robbed it of part of its effectiveness. The article discusses 
this problem, as well as others, in its survey of 110 current Christmas bonus plans. 


Medical Insurance for Retired Employees—Since it is expensive to provide medi- 
cal insurance for older people, most companies drop retired employees from their 
group insurance plans. But often the need for medical insurance is greatest after 
an employee retires. That this need is being. recognized is borne out in a Board 
survey that shows a small trend toward limited coverage for retired employees. The 
article discusses thirty such commercial plans. 


Humanation—"The full release of human creativeness of the working and managing 
forces, voluntarily cooperating with each other .. . through organized programs of 
joint participation in the productive process" is Harold Ruttenberg's definition of 
“humanation.” In this article, Mr. Ruttenberg suggests humanation as the goal for 
which industry should strive. Without it, he believes, American industry cannot hope 
to fill expanding needs in the coming years. 


White Collar Workers During a Strike—What happens to the white collar worker 
during a strike? Does he work, or is he laid off? And if he is laid off, does he get 
paid? If he works, are any arrangements made with the striking union for his safe 
passage through picket lines? Or does the company make other arrangements? The 
answers to these and other questions are detailed in this article. 
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